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FINANCING SMALL BUSINESS 


MONDAY, APRIL 21, 1958 


Untrtep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL Bustness, 
Washington, D.C. 

The or met, pursuant to call, in room 301; Senate Office 
Building, at 10 a. m., Senator Joseph S. Clark (chairman of the sub- 
committee ) sehen 

Present: Senators Clark, Fulbright, Sparkman, Proxmire, Cape-:' 
hart, Beall, and Case. 

Also present: Senator Bush. 

Senator Crark. The subcommittee will be in session. 7 

These hearings are being held to assist the committee in its considera- 
tion of S. 2160, S. 2185, S. 2286, S. 3191, and a committee print. bill, 
which has been prepared after consultation by the staff with a number 
of the Federal agencies, and which will be introduced in the’ Senate 
today (S. 3651). These bills propose to solve some of the long-term 
credit and equity capital problems of small businesses. In a sense, the 
subcommittee is continuing hearings held on this. same -subjéct ‘last 
year when three of these bills—S . 2160, . 2185 and S. 2286—were then 
under consideration. 

One result of last year’s hearings was their contribution to a decision 
by the Federal Reserve System to study the financing problems of 
small businesses. The first two parts of this very elaborate and most 
helpful study are complete and have been pr inted. jointly by the Bank- 
ing and Currency Committees and the Select Committees on Small 
Business of the Senate and the House of Representatives. 

I should like to express my very deep appreciation to the Chairman 
of the Federal Reserve Board for expediting this study:and .to the 
Federal Reserve. System’s research staffs, and the scholars who have 
participated in the first two parts of this study. . This work will be of 
great benefit to the Congress as it develops legislation necessary to 
increase the availability of long-term credit,and equity capital for. 
small. businesses, 

One of the new bills before the committee, which is labeled..a com- 
mittee print, and is the one I referred to a moment ago, isa direct result 
of this Federal Reserve study, This bill was prepared by the’staff of 
this committee at the direction of Chairman. Fulbright, and attempts 
to deal with the problem in ways suggested by an evaluation of the first 
two parts of the study (S: eat 

The other new bill before us, S..3191, introduced by Senator Johnson 
of Texas, proposes a new and Wold approach. 

Much of the evidence presented in our hearings last yéar, and in fact, 
I think it is fair to say a preponderance of the evidence, and much of 
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the isitewenaitien coritained in the new y Feder al Reserve study supports 
the conclusion that existing financial institutions are not adequately 
supplying the long-term credit and equity capital needs of small 
‘business. We will be taking further eviderice on this point. If it is 
concluded that theré is ‘neéd for new institutions, the question must 
be dealt with:as to the naflire and scope of the new financial institutions 
to be established. 

I think’ our major philosophic problem is to determine whether it 
-is an appropriate; function ‘of the Federal Government to initiate the 
establishment of such institutions, and I. will be very much interested 
in the views of the Chairman Of the.Federal Réserve Board on that 
phase of the matter. 

Accepting: for, a:moment the premise that Federal assistance ‘is 
usuilly considered to be a last resort; we must weigh whether there is, 
indeed, any other wiiy. Hf ‘getting the the job ‘done, except: through 
the intérvention ofthe I ede al Government, and whether there -is 
any-very-reé al need. 

We'liave before’ us the: legislative proposals of Senators Sparkman, 
Fulbright, Johnson,. Hiinphrey, O’Mahoney,. Kefauver, Hill, and 
others... I think it is conrect tosay that this committee, is open-minded 
-on“all of .these proposals. Parénthetically, the .committee, I. think, 
‘from the extreme left side of the table in front of me to the near right 
side 'of tlie table’at which I sit, has pretty nearly. the entire spectrum 
of ppinion throughout the,country with respect to the need for Federal 
“assistance, not only ‘in the small-business’ field, but in a number of 
‘other arests whic ‘are withia the jurisdiction, of the Senate. Banking 
and ‘Grasene' Ctentzition So any. witness.’ ‘who appears before. us 
js almést sure to. find a friend. at-'this table, alfhough perhaps not 
unanitnity in the’ thinking of the comniittee. 

There is 2 bill labeled a committee print which Sénator Fulbright 
was responsible for'liaving put, toget ther, but: I-think I speak for him 
‘when I say ‘that the“cominittee is ‘not necessarily, committed to it. We 
want to hear ees ‘with respect ‘td all of this legislation. 

‘We already have’ ‘beforé us ‘the .comprehensive and provocative 
study by the Feder ail Rege rve Board, and we will -receive-during these 
hearings the views and ideas: of: Federal ‘officials; national organiza- 
tions! and. individuals with ‘expeitt knowledge of: this question. 

I am confident, that’ the Committee on, Banking and. Currency can 
produce a bill Which will‘hélp solve the financing problems .of ‘small 
businesses, and-avhich w wT deserve the favorable consideration of the 
Congress. ‘ 

At this point T will insert in the record copies of all the bills under 
consideration ‘and .the Government’ agency reports received to date. 
As other teports are received, they will likewise .be inserted at this 
poirit in the record. 

Twill ask; Mr. Ga'sh to clear, with the reporter tobe sure that all of 
the bills appear. 

(The bills and agency reports:‘referred.to follow :) 


[S. 2160, 85th Cong., 1st sess/] 


A BILL To make tapital more readily available for financing small business and thus 
» to promote, foster, and develop the domestic and foreign commerce of the United 
States, and for other purposes 
Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 
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TITLE 


honene 1., This Act may be cited: as the “National Investment Company ' 
Act of 1957.” 


t 


DECLARATION | OF POLICY ’ 


Sec.’ 2. It is the policy of the Congress— 

(a) to foster the development and growth of independent small-business 
enterprises with the objective’ of enabling them to,.make their maximum” 
contribution to productive investment and employ ment and to the economic 
stability and growth of the Nation; 

(by) to make’ capital for such enterprises more readily available in 
adequate-amounts and on reasonable terms; 

(c) to’ facilitate maximum: partic ipation of private financial ‘institu- 
tions and investors.in financing these enterprises ; and 

(d) to supplement the existing facilities: of banks and’ other privite 


pi 


financial institutions by providing for the establishment. of aereear owned 


national investment companies. 


TITLE I—NATIONAL: INVESTMENT COMPANIES 


ORGAN IZATION OF NATIONAL INVESTMENT COMPANIES 


Sec: 101. (a) ‘National investment.companies may be formed for the purpose 
of operating under this Act by'. any number. ef: persons not less than. fiye, 
who shall subscribe. to the articles. of incorporation of any such company ; 


except that, in the case of any company in whose stock one or more Federal, 
Reserve banks invest, the Federal Reserve bank or banks may alone subscribe 


tu the articles of inéorporation. The total number of national investment 
companies formed, by Federal Reserve banks pursuant thereto shall not exceed 
one in‘each, of the several States, the District of. Columbia, the several Terri- 


tories, and the several possessions of the United States, and the Commonw ealth, 


of Puerto Rico. 

(b) The articles of incorporation of any national investment company shall 
specify in general terms the objects for, which the company is, formed, the 
name assumed. by. such coinpany, the area or areas whére ‘its ‘operations are 


tobe Carried on,’ the ‘place where its principal office is to be' located; ‘and’ the , 
amount and classes of its, Shares of capital ‘stock; and the articles May con- 


tain any other provisions not inconsistent with this Act that the eompany thay 


see fit. to.adopt for,the regulation of its. business and ‘the conduct: of its affairs,:, 
including provision for cumulative ‘voting in election of directors. Such.articles: 


and any améndments thereto adopted from time to time shall, be subject, to the 
approval of the Board of Governors of the Federal Reserve System (hereinafter 
called the “Board’’) 


(c), The articles of incorporation and amendments thereto. shall be forwarded 


to the Board for consideration and. approval or disappréval., In. determining 
whether to approve the establishment of such ‘a. company -and. its: proposed 
articles of incorporation, the Board ‘shall give due regard, among other :thiigs, 
to the need for the financing of independent smull-business enterprises in the 
area in which, the proposed: company is: to’ commence business, the general 
character. of the proposed management of the company, ‘the number .of such 
companies previously organized in the United States, and the volume of their 
operations.. After consideration df all relevant factors, the Board may in its 
discretion approve the articles. of incorporation .and issue a permit ‘to begin 
business: 

(d) Upon issuance of such permit, the company Shal] become: and be a body 
corporate, and as such, and in thé name designated: in its articles, shall ha've 
power— 

(1) to. adopt and use a corporate seal ; 

(2) to have succession for a period of thirty, years, unless extended as 
provided in section 110 (g), or unless ‘sooner: dissolved ‘by: the act of the 
shareholders owning. two-thirds of the stock or by: an Act of Congress, 
or unless its franchise becomes forfeited by some violation of law or 
regulation issued hereunder ; 

(3). to make: contracts; 

(4) to sue and be sued, complain and defend in any: court of- Jaw 
or equity; 
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(5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compen- 
sation, require bonds of such of them as it deems advisable and fix the 
penalty thereof, dismiss such: officers or employees, or any thereof, at 
( pleasure and appoint others to fill their places ; 

(6) to adopt bylaws regulating the manner in which its stock shall be 
transferred, ‘its officers and employees appointed, its property transferred, 
and the privileges granted, to it by law exercised and enjoyed ; 

‘ 1(7) to establish’ branch offices or agencies subject to the re of 
the Board; 

(8) to acquire, hold, operate, and dispose of any property (real, per- 
sonal; or mixed) whenever necessary or appropriate to the ‘carrying out 
‘of its lawful functions; 

(9) to act as depository or fiscal agent of the United States when so 
‘designated by the Secretary of the Treasury ; 

(10) to operate.in such area or. areas as may be specified in its articles 
tof incorporation and approved by the Board; and 

(11) to exercise the other powers set forth in ‘this Act'and such inci- 
dental powers as may be, reasonably. necessary to carry on the business 
for which the corhpany is established. 

{e) The board: of diréctors' of each national investment company shall con- 
‘sist of' nine members all of 'whom,shall be elected annually by the holders of 
the sharés of stock of thé: company. 


CONVERSION OF STATE DEVELOPMENT CORPORATIONS 


Sec. 102. (a),'Any State development corporation incorporated by special 
law of any State or organized under the, general laws of any State may, by 
the vote'of the shareholders owning not less than 51 percent of the capital 
stock ‘of. such cqrporation, with the approval of the Board, be converted:into a 
mational investment company'under this Act. For a period of .six months 
following enactment of this Act, or for such. longer period as .the Board may 
determine, rio Federal Reserve bank or: banks shall form a national investment 
company, except by such. conyersion, in any State, Territory, possession, ‘the 
Commonwealth of Puerto Rico, or the District of Columbia in which a State 
development corporation is in being as of the date. of enactment of this Act, 
unless such development corporation,-shall- have stated in writing to the ‘Board 
that such corporation does, -not intend to convert into a: national investment 
company as herein provided. 

(b) In such case the articles of association and organization certificate.may 
be .executed by a majority of the directors of the .corporation, and the certifi- 
cate 'shal declare’ thatthe owners of 51 per centtim:of the capital stock have 
authorized ,the directors to make such certificate and to change or convert 
the corporation into a national investment ‘company. A majority of the di- 
rectors, after executing the articles of- association and the organization cer- 
tifica'tte, shall have power-to execute, all other papers and to do whatever may 
be required to make its organization perfect and complete.as a national invest- 
ment company. The shares 9f any such corporation may continue to .be for 
the same amount each as they were before ‘the conversion, and the directors 
regardless of number,- niay continue to be directors of the corporation until 
the ele“tion of the bodrd of directors is held-in accordance with section 101 (e). 

(c)' When the Board has ‘given to such corporation a certificate that. the 
provisions of this Act have been complied with, such corporation, and all its 
stockholders, owners; and employees, shall have the same powers and privi- 
leges and: shall, be subject to the same duties; liabilities, and regulations, in 
all respects, as shall have been prescribed by: this Act for corporations orig- 
inally organized as national investment companies. 


' CAPITAL-STOCK PROVISIONS 


‘Seo. 103.: (a) Each company ‘Organized under this Act shall have a paid-in 
capital and surplus equal to at least $5,000,000 before it shall commence busi- 
ness. In order to facilitate the formation of national investment companies, 
each Federal Reserve bank is hereby authorized, notwithstanding any other 
provisions of law, to invest in'the shares of stock.of one or more stich com- 
panies formed by any Federal Reserve bank under section. 101: hereof,. but 
with a view to the ultimate disposal of such stock to banks and other private 
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investors as herein provided. Each Federal Reserve bank which forms a 


national investment company shall invest in shares of stock of such’ company , 


in an amount equal to at least $5,000,000, or an amount which, when added to 
the amounts, if any, of shares subscribed -by other Federal Reserve ‘banks, 
member banks, nonmember banks, financial institutions, corporations, partner- 


ships, or other persons, shall equal the ‘su mof $5,000,000, In no event shall . 


any Federal Reserve bank invest in shares of national investment companies 
if as a result thereof it will hold.an amount of such shares aggregating. more 
than. 4 percent of the aggregate amount of the combined capital and Surplus 
of all its member banks. , 

(b)’ The shares of stock in any national investment. company shall, be’ eligible, 
for purchase by member banks..of the’ Federal Reserve System, nonmember 
banks, financial . institutions, corporations, partnerships, or, other persons. 


Each member bank is hereby authorized, notwithstanding any other provision ' 


of ‘Federal law, to acquire and ‘hold. an amount of such*shares equal to not 
more than 4 percent of the capital and surplus'!of member bank. Upon the 
demand !of any such eligible purchaser, a Federal Reserve bank. which holds 


' shares of stock in'a national investment company ‘shall, with the approval of 


the Board; including approval as to price, séll to such eligible purchaser all 
or a portion of such shares. 

(ec) The’ aggregate amount of shares in any. such company or companies 
which may be owned or controlled by any stockholder, or by any group or 


class of, stockholders, may be limited by thé Board; and no one stockholder, + , 


other than a Federal Reserve bank, shall at any time, without the approval 
of the Board, own or contro] more than 10 percent of the totdl outstanding ‘ 
shares of any such company. 

BORROWING POWER 


Sec. 104. Each national investment company shall have authority to borrow 
money dnd to issue its debentures, bonds,. promissory notes, Om Other obliga- 
tions under such. general conditions and subject te such limitations and regu- 
lations as the Board may prescribed. 


ELIGIBLE ENTERPRISES 


Sec. 105. The .Board, after consultation with the Secretary of Commerce, 
shall promulgate standards to determine the eligibility of business enterprises 
for. the: purposes of this: Acti In,promulgating such standards,..which may 
differ according to the types of financing.Or other relevant factors,.the Board 
shall consideration, to— 

(a) the policies set forth in section 2; and 


(b) the extent to which such enterprises, have .réasonable, access to. 


facilities for credit and equity financing: 
LOANS AND INVESTMENTS 


Sec. ‘106: (a) Each national investment company shall’ havé authority to 
make or .aequire loans with, or without security to business enterprises which 
are eligible under this Act, or. to purchase obligations of such enterprises. Such 
loans, purchases, or other acquisitions: may he made either directly or:in co- 
operation with banks or other ‘lending institutions, through agreements to 
participate or. by the purchase of participations, commitments to, purchase, or 
otherwise, as.the company may determine. 

(b) Each. national investment company shall ,haye authority to. acquire, 
and _ to resell to the issuer or to others, the income debentures.or bonds, common 
or preferred stocks, or other capital. shares of ‘business enterprises eligible 
under this Act. 

AGGREGATE LIMITATIONS 


‘Sec. 107. Without the approval of the Board, the aggregate amount of ‘obliga- ' 


tions and securities acquired and for which commitments may be’ issued by 
any national investment’ company under the provisions of this Act which ex- 
ceed the. sum of $1,000,000 for any single enterprise shall not exceed 3314 
percent of the combined: capital: and, surplus and maximum indebtedness of 
such national investment company authorized by. this Act. 


t 


‘ 
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,EXEMPTIONS 


Sec. 108. (a) The loans of any national banking association which are re- 
‘quired iby any national ‘investment company, in the making of which such 
company participates; or for any part of which a commitment to purchase is 
issued hereunder shall ,hot be: Subject to the limitations on real-estate loans 
prescribed in section 24 of the, Federal Reserve Act, as amended (12 U. S.C. 
871). * 

(b) Section 3 of the Securities Act of 1933, as amended (15 U. S: C. 77 .C), 
is hereby amended by inserting: at. the. end. thereof the following sae pb 
section (c): ' 

“(e) The Commission may from time to time by’ its rules and regulations, 
and subject to such _terms and conditions as may be prescribed therein, add 
to the securities exempted as provided in this section any class of securities’ 
issued by a national investment company under the National Investment Company 
Act of 1957, if it finds, having regard to the purposes of that Act, that the enforce- 
‘ment of this-Act with respect to such securities is not necessary in‘the public 
interest'and for the protection of investors.” 

(c) Section 304 of the Trust Indenture Act of 1939 (15 U. S. C. 77,ddd) is 
‘hereby amended by adding the following subsection (e) : 

» “(e) The Commission! may ,from timé to time by its rules and regulations, 
and subject to such terms and conditions as’may be prescribed therein, add 
to the securities’ exempted as provided in this section any class of securities 
issued by' a national investment .company under the National Investment Com- 
pany. Act of 1957; if- it finds, having regard .to the purposes of. that Act, that 
the enforcement ‘of this Act. with respect to such securities is not necessary 
in the public interest and for the protection of investors.” 


‘TAX PROVISIONS 


, Sec. 109. (a) Section 851 (a) (1) of the Internal Revenue Code of’ 1954 "is 
amended. by .inSerting' before the word “registered” the following: “chartered 
under the, National Investment Company Act of 1957 as a national investment 
company or is” 

(b), Section 8 51 (b) (2) of, the Internal Revenue Code of 1954 is amended 
by inserting immediately , after ‘thé words “90 percent’’ the following: “(75 
percent in the'case of a’ national investment company chartered under the 
National Investment Company Act of 1957)”. 

(e)' Section 851 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

“(f) EXEMPTIONS OF NATIONAL INVESTMENT ‘COMPANIES FROM LIMITATIONS 
or SwBsecTIon (b) (4).—If the Board of Governors of the Federal Reserve 
System determines that it, is necessary and appropriate to accomplishment of 
the purposes of the National Investment Company Act of 1957 that any na- 
tional.investment conipany chartered under such Act be exempt from ‘the 
requirements . of ‘this sthsection’ (b) (4), it shall certify such determination 
to the Secretary ,or-his delegate and, in such event, the limitations prescribed 
in subsection (b) (4) shall not apply to such national investment company.” 

(d), (1) Section, 852 (a) of the Internal Revenue Code of 1954 is amended 
by. adding at the end: thereof the following: “The investment company taxable 
income’ of a. regulated investmént company which is a national investment 
company ,chartered under the National Investment Company Act of-1957 shall, 
for. purposes of paragraph (1), be increased by the amounts described in sub- 
section (d) (3) (D) and decreased by the amounts described in’ subsection 
(d) (5) (B).” 

(2) Section 852 of the Internal Revenue Code of 1954 is amended by adding 
at the end thereof a new subsection as follows: 

*(d) NATIONAL INVESTMENT COMPANY RESERVE.— 

(1) RESERVE. GENERALLY.—A regulated investment company which is 
a national investment: company, chartered under the National Investment 
Company Act of 1957 may, under regulations prescribed by the Secre- 
tary or his delegate establish and maintain a reserve subject to the limi- 
tations: provided in this subsection. 

(2) LIMITATION ON RESERVE.—The amount of the reserve shall not at 
any time.exceed the lesser of— 

(A) 50, percent, of the invested capital of the company as defined 

‘ jn paragraph (7), or 
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“(B) the accumulated earnings and profits determined as of the 
close of the taxable year. 
“(3) CHARGES TO RESERVE.—The reserve shall be charged, as of the end 

’ of the taxable year (whether or not such charge produces a minus amount 

in the reserve) with the following: 

vee ti] the net capital loss for the ‘taxable year ‘(as defined in section 

222 (10)) ; 

mealy the net operating loss for the taxable year (as defined -in 
section 172 .(c).) ; 

*(C) the Federal income taxes attributable.to the amount added 
tq the reserve under paragraph (5) ; and, 

“(D) such amount as may’ be necessary by reason ‘of the limitation 
provided in paragraph (2). 

(4) MANDATORY. ADDITIONS TO THE RESERVE.—There shall be added to 

‘4 the reserve as of the close of the taxable.year the following : 

{ “(A) an amount equal to the excess of the net capital gain for the 
taxable, year computed without regard to section 1212. (relating to 
capital loss carry-over) over the net capital gain for the taxable year; 
and 

“(B) an amount equal to the excess of the taxable agp pee for 
the taxable year computed without regard to section 172 (relating 
to, the net operating loss deduction) over the taxable income’ for the 
taxable year. 

““(5) ‘DISCRETIONARY ADDITION TO THE RESERVE.—In any year in which an 

amount (other than the amount described in paragraph. (4)) is added'*to 
the reserve; the company shall, in the computation of its investment 
company taxable income be allowed— 

“(A). a deduction equal to.such amount of the addition to the re- 
serve as does not cause the, aggregate amount of 'the reserve (includ- 
ing such addition) to exceed: 20 percent of the invested capital’ of the 
company as defined in paragraph (7); and 

“(B) the dividends received credit provided’ in section, 243 but 
such'credit shall not exceed 85 percent of the portion of amqunts added 
to the -resérve under this subparagraph which is not deductible from 
investment company taxable income: under subparagraph’ (A). 

““(6) REDUCTION OF TERMINATION OF RESERVE.—In the event of .a 'reduc- 
tion or termination of the reserve in G¢onnection with'a partial or com- 
plete liquidation of the company, (or of any company to which the reserve 
has. been transferred in an exchange upon which gain was not recognized 
by reason of any provision of. this subtitle).the gain realized-by a, stock- 
holder upon any such liquidation shall, to the extent of the pro rata share 
of the. reserve, be considered as a gain from the sale or exchange of prop- 
erty held for less than six months. ; 

‘(7) INVESTED CAPITAL.—For. purposes Of paragraph (2), the term ‘in- 
vested capital’ means the sum, determined as of the close of the taxable 
year, of— 

“(A) the amount of. money or property (included in an -amount 
equal to its unadjusted basis without regard to the value of thé prop- 
erty as of March 1, 1913, except that if such basis is a substituted 
basis, it shall be adjusted, with respect to the period before the prop- 
erty was paid in, by an amount equal to adjustments proper under 
section 312 (f) for determining earnings and profits) previously paid 
in. for stock, or as paid-in surplus or as a contribution ‘to, capital, 
reduced by the amount of distributions not out of earnings and profits 
in the year of distribution and not out of aecumulated earnings and 
profits ; and 

“(B). the amount of the, outstanding indebtedness (not .including 
interest) of the company which is evidenced ‘by a band, note, bill of 
exchange, debenture, certificate of indebtedness,, mortgage, or. deed 
of ,trust, except that indebtedness not representéd. by a bond or de- 
benture shall not be included in excess of an amount equal.to the 
average daily. amount of indebtedness ‘not so represented which was 
outstanding during the taxable year.” 

(e) Each ‘national investment company established pnder this Act, includ- 
ing its franchise, capital, reserves, and surplus, its income, its real property, 
its tangible and intangible personal property, its obligations, (both as in prin- 
cipal and income derived therefrom), shall be subject to taxation, in the same 
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manner and to the same extent as a, State-chartered institution of similar 
character ‘by, any State, county, municipality, or local, taxing authority or by 
‘any Territory, dependency, or possession of the United States; and its real 
property shall be subject to special assessments for local improvements. 


MISCELLANEOUS 


' 
% 


Sec. 110. (a) Wherever practicable the operations: of a’ national investment 
company shall be undertaken in cooperation with, banks or other financial in- 
stitutions, and any servicing or initial, investigation required for loans or 
| acquisitions -of. securities ,by, the cbmpany under the provisions of this Act 
may be handled through such banks or other financial: institutions on a fee 
basis, 

“(b) Each national irivestment company may make use, wherever practicable, 
of the’ advisory services of' the: Federal Reserve System and of the Depart- 
ment of Commerce which are jvailable for-and useful to industrial and com- 
metfcial businesses,°and may provide consulting and advisory services on a 
_feé basis and have. on its' staff persons‘competent to provide such services. 
Subject to, the,supervision: and direction of the Board, any Federal Reserve 
bank: is authorized to act as a depository or, fiscal agent for any company 
organized ynder this Act. Such companies may invest funds not reasonably 
needed for their current operations in-direct obligations ‘of, or obligations 
guaranteed as'to principal and interest by the United States. 

(c)- The Board is authorizéd’ to ‘prescribe regulations ¢ governing the opera- 
tions of national investment companies and to carry Out the provisions ‘of this 
Act in accordance with the purposes of this Act: Each national investment 
company shiall be subject to examinations made by ‘direction of:the Board by 

xamihers selected or approved by the Board; and the cost of such examina- 

ions, including the compensation, of the examiners, may in the discretion of 
the Board He assessed against the. company examined and when so assessed 
shall be paid by such company. Every such company shall make-such re- 
ports tothe Board at such times and in such form as the Board may require. 

(d). The Secretary of Cothmerce is authorized to advise and assist in pro- 
moting national investment -companies: 

(e) Should any national investment company violate or fail to comply with 
any of ‘the provisions of this Act or of regulations prescribed hereunder, all 
‘of its rights, privileges, and frdinchisés derived herefrom may thereby be for- 
feited. Before any: such company shall be declared dissolved, or its rights, 
privileges, and: franchises forfeited, any’ noncompliance with or violation ef 
this Act shall, however, be determined and adjudged by a court of the United 
States. of. competent jurisdiction in’ a ‘suit brought for that purpose in the 
district or territory: in. which ‘the principal office of ‘such company is. located, 
which suit shall‘be brought by the United States at the instance of the Board 
or the Attorney General. 

(f) Whenever in the judgment of 'the Board any person has engaged or is 
about to engage in any acts or practices which constitute or will constitute 
a. violation 6f any provVision.of this Act or of any regulation thereunder, the 
Board may make application to the proper district court of the United States, 
or the United States.courts of ahy Territory or other place subject to the 
jurisdiction’ of the United States, for an order. enjoining such acts or practices 
or for'an onder enforcing.compliance with such provision, and such courts shall 
have: jurisdiction of such'actions and upon a showing by ‘tle Board that such 
person has.engaged or -is about to. engage in any such acts or practices a 
‘permanent or temporary injunction, restraining order, or other.order shall be 
granted without bond. 

(g), Any national investment company may at any time within the two 
years next: previous to the date of the expiration of its corporate existence, by 
a vote of the shareholders owning two-thirds .of its stock, apply.to the Board 
for approval to extend the period of its ‘corporate existence for a’ term of not 
more than. thirty years, and upon approval of the Board as provided in section 
101 hereof such company shall have. its corporate existence extended for such 
period unless sooner dissolved by the act of the shareholders owning two- 
thirds of its stock, or by, an Act of Congress | or unless its franchise becomes 
forfeited as‘ herein provided. 

(h)‘ Nothing in this Act or in any other. provision of law shall be deemed 
to impose any liability on the United States or on any Federal Reserve bank 
with respect to: any obligations, entered into, or stocks issued, or commitments 
made, by any company organized under this Act. 
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TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY’ 
REPEAL OF SECTION 13B OF THE FEDERAL RESERVE ACT 


Sec. 201. Effective one year. after thé date of enactment of this Act, section 
13b of the Federal Reserve Act (12 U.S. C, 352a) is hereby repealed ; but such 
repeal shall not affect the power of any Federal Reserve bank to carry. out, 
or protect its interest under, under agreement theretofore made or transaction’ 
eritered into in carrying on operations under that section. 


RETURN OF FUNDS TO TREASURY 


Sec. 202. (a) Within sixty days after the énactment of this ‘Act, each: Fed- 
eral Reserve bank shall pay to the United States the aggregate amount, which 
the Secretary of the Treasury. has heretofore paid to such bank under the 
provisions of section 13b of the Federal, Reserve Act; and such-payment shall 
constitute a full discharge of any obligation or liability of the Federal bank 
to the United States or to the Secretary of the Treasury arising ‘out. 6f sub- 
section (e) of said section 13b or out of any agreement: thereunder. ; 

(b) The amounts repaid to the United States pursuant to section 202, and 
any remaining balance of the. funds set aside in the Treasury for payments 
under section 13b of the Federal Reserve Act shall be covered into miscella- 
neous receipts. 


AUTHORITY TO SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 


Sec. 203. Any national investment company organized under this Act may 
purchase from any Federal. Reserve bank, and: any Federal Reserve ‘bank 
is authorized to sell. to. any such company, at such reasonable price> as may 
be agreed upon, any or all of the assets heretofore or hereafter acquired, by 
such Reserve bank under the: provisions of section 13b of: the Federal Reserve 
Act. 

TITLE III—MISCELLANEOUS PROVISIONS 


PENALTIES 


Sec. 301. Title 18, United States Code, section 1014, is amended by insert- 
ing the phrase “a ‘national investment company organized under the National 
Investment Company Act of 1957,’ after the words “National farm, loan 
association,”. 

GEOGRAPHIC APPLICABILITY 


Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS ACT 


Sec. 303. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 





[S. 2185, 85th Cong., 1st sess.] 


A BILL To amend the Small Business Act of 1953 to authorize the Small Business ,Ad- 
ministration to make loans to local private nonprofit organizations formed to assist, 
develop, and expand the economy of the area 
Be it. enacted by the Senate and House of. Representatives of the United 

States of America in Congress assembled;. That section 207 of the Small Busi- 

ness Act of 1953, as amended, is hereby amended by adding the following, new 

subsection : 

“(c) The Administration is’ empowered. to‘make,loans (either directly or in 
cooperation with banks or other lending institutions through agreements to 
participate on an immediate or deferred basis) to local private nonprofit organi- 
zations (including industrial foundations, development, credit corporations. or 
similar groups) formed to assist, develop, and expand the economy of the area: 
Provided; however, That all such loans shall be of such sound value or so -se- 
cured as reasonably.to assure repayment: And provided further, That no such 
loans including renewals and extensions thereof may be made for.a period or 
periods exceeding twenty years.” 
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LA? [S 2286, 85th Cong., 1st sess. ] : 
A BILL To assist State programs for small business, and for other purposes 


Be it enacted by the Senate qnd House of Representatives of the. United 
States of America in Congress assembled, That sectton 207 of the Small Busi- 
ness Act of 1953, as amended, is hereby amended by adding the following new 
‘subsections : 

“(c) The Administration is enipowered to pure hase investment securities is- 
sued. by State chirtered developinent credit or, finance corporations formed to 
assist, develop, and’ expand thé economy.of.a State. The Administration shall 
not purchase investment securities in an amount in excess of the amount of 
such securitiés which are held by purchasers other than the Administration, but 
in no event shall the Administration purchase more than $5,000,000 of invest- 
ment securities in any one State. Investment securities purchased by the Ad- 
ministration Shall bear interest at a rate not less than the total of one-quarter 
of 1'per centum per annum added to the rate of interest paid by the Adminis- 
tration on funds obtained, from the Secretary of the Treasury as provided in 
subsection (d) of this section, and shall have maturity dates of tw enty years 
or less. The-term ‘investment securities’ as used in this-subsection shall mean 
obligations evidencing the indebtedness of any State chartered development 
eredit or finance corporation in the form, of bonds, notes, -and/or debentures as 
may be further defined by regulations of the Administration. 

**(d) In order to finance activities under subsection (c) of this section, the 
Administration is authorized and empowered to issne to the Secretary of the 
Treasury, from time to time and to have outstanding at any one time, riotes 

and other obligations in an amount not exceeding $27,500,000. Such obligations 

Shall be in such forms and denominations, have such maturities and be subject 
to such terms and conditions as may be prescribed by the Administration, with 
the approval of the Secrethry of the Treasury. Such notes or other obligations 
shall bear interest at’a rate determined by the Secretary of the Treasury, tak- 
ing into. consideration the cufrent average ‘rate on outstanding marketable 
obligations of the, United States of comparable maturities as of the last day of 
the, month preceding the issuance of such notes or other obligations. The Sec- 
retary'of the Treasury is authorized and: directed to purchase’‘any notes and 
other obligatiéns ef the Administration to be issued hereunder, and for such 
purpose the Secretary of the Treasury is authorized to use as a publie debt 
transaction the proceeds from the sale of any Securities issued under the Second 
Liberty Bond Act, as amended, and the purposes for which securities may be 
issued under such Act, as amended, are extended to includé any purchases of 
such ‘notes and ‘obligations. The Secretary: of the Treastiry may at any time 
sell any of the notes or other Obligations acquired by him under this section. 
All redemptions, purchases, and sales'by the Secretary of the Treasury of: such 
notes or other obligations. shall be treated as public debt transactions of the 
United States.. Funds borrowed under this section and any proceeds shall con- 
stitute a revolving fund which may be used by the. Administration in the exer- 
cise of its functions under subsection (¢c) of this section.” 

Sec. 2. Effective one year after the date of enactment of this Act, section 13b 
of the Federal. Reserve Act (12 U.'S. C. 352a) is hereby repealed; but such 
repeal shall not affect the power of any; Federal. Reserve bank to carry out, 
or protect its interest under, any agreement theretofore- made or’ transaction 
entered into in carrying on operations under that section. Within. sixty days 
after the enactment of this: Act, each Federal Reserve bank shall pay to the 
United States the aggregate amount which the Secretary of the Treasury has 
heretofore paid to such bank under the provisions of section 13b of the Federal! 
Reserve Act; and such payment, shall constitute a full discharge of any obli- 
gation or liability of the Federal bank to the United States or to the Secretary 
of the Treasury arising-out of subsection '(e) of ‘said section 13b or out of any 
agreement thereunder.: ‘The amounts repaid to the United States pursuant to 
this section and any remaining balance of the funds set aside in the Treasury 
fer payments uniler section 13b:of the Federal Reserve Act shall be covered 
into miscellaneous receipts. 

Sec. 3. Subsection (b) of .section 207 of the Small Business Act of 1953, as 
amended..is amended by adding the following new subparagraph: 

“(6).to make grants to any State government, or any agency thereof, State 
chartered development credit or finance corporations, land-grant colleges and 
universities, and colleges and schools of business,, engineering,. commerce, or 
agriculture for studies, research, and. counseling’ concerning the managing, 
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financing, and operation of small business enterprises and technical and statisti- 
eal information necessary thereto in order to carry out the purposes of sub- 
paragraph 4 of this section by coordinating such information with existing in- 
formation facilities within the State and by making such information available 
to State and local agencies. Only one such grant shall be made within any one 
State in any one year, and.no such grant shall/exceed an aggregate amount of 
$40,000. Not to exceed: $2,000,000 annually, shall be made. available from the 
revolving fund provided in’ section 204°(b) of this Act. for the purposes of this 
subparagraph.” 





[S. 3191, 85th Cong.; 2d sess.] 


A BILL to'create a Small Business Capital Bank System to make available to sniall business 
a source of equity dnd long-term loan.capital where such capital is not available on 
reasonable. terms from existing private sources; to transfer to such system all funds 
which are presently available under section 13b of the Federal Reserve Act for loans, 
to industrial and commercial firms, together with certain other funds out of' the surplus. 
accounts of the Federal Reserve banks; and for other purposes 


Be it enacted by the Senate and House of poe sentatives of the United States 
of America in Congress assembled 


TITLE I—SHORT TITLE, STATEMENT OF PURPOSE, -AND DEFINITIONS 
SHORT TITLE 


Sec. 101. This Act, divided into titles and sections according to the following 
table of contents, may be cited as the “Sinall Business Capital Bank Act”., 


TABLE OF CONTENTS 
TITLE I—Suort TITLe, STATEMENT OF PURPOSE, AND DEFINITIONS 


Sec. 101. Short title. 
Sec. 102. Statement of purpose. 
Sec. 103. Definitions. 


TITLE [I—ESTABLISHMENT OF SMALL BUSINESS CAPITAL BANK BOARD 


Sec. 201. Establishment of the Board. 
Sec. 202. Membership. 

Sec. 203. Executive Director. 

Sec. 204. Seal. 

Sec. 205, Provision of funds. 

Sec. 206. Regulations. 


TiITLe ILI—ORGANIZATION OF SMALL BUSINESS CAPITAL BANKS 


See. 301. Establishment of banks. 
Sec. 302. Temporary management. 
Sec. 303. Blection of directors. 

Sec. 304. Capitalization. 

Sec. 305. Borrowing power. 

Sec. 306, Use of banks’ funds. 

Sec. 307. Examination and reports. 


TITLE 1V—ORGANIZATION OF SMALL BUSINESS INVESTMENT ASSOCIATIONS 


Sec. 401. Organization of associations. 

Sec. 402. Objectives. 

Sec. 403. Articles of incerporation. 

Sec. 404. Board of directors. 

Sec. 405. Secretary-treasurer. 

Sec. 406. Payment of expenses and salaries. 

Sec. 407. Capital stock. 

Sec. 408. Borrowing power. 

Sec. 409. Investment by associations ‘in stock of banks. 

See. 410. Use of services of public agencies and private financial institutions. 
Sec. 411. Disposition of funds held by associations. 

Sec. 412. Examinations. 

Sec. 413. Reports. 

Sec, 414. Dissolution. 

Sec. 415. Disclaimer of United States liability on association obligations and’securities. 
Sec. 416. Exemptions for association securities. 

Sec. 417. Liability of associations for Federal income tax. 

Sec. 418. State and local taxation of associations. 


TITLE V—PROVISION OF ASSISTANCE TO SMALL-BUSINESS CONCERNS 


Sec. 501. Standards of eligibility for assistance. 

Sec. 502. Provision of equity capital for.small-business concerns. 

Sec. 503. Long-term loans to small-business concerns. 

Sec. 504. Assistance through private investment companies and State and local develop- 
ment corporations. 
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T1ITLA VI—MISCELLANEOUS 
Sec. 601. Criminal penalties. 
Sec.'602. Injunctive relief. 


STATEMENT OF PURPOSE 


Sto. 102. (a).The Congress hereby finds that there is: an increasing. need 
among the small-business concerns of the United States for funds to finance 
their operations and to promote:.and. facilitate their growth, expansion, and 
modernization; that this need. must be met in the interest of a sound national 
economy; and that the loans which are presently available to small-business 
concerns from the Federal:Government and:from other public and private 
sources not only fail to meet this need but in fact, because of the burden of 
repayment over a relatively short period of: time, frequently prevent such growth 
and expansion. ; 

(b) It is thérefore declared to be the policy of the Congress and the purpose 
of this Act to improve and stimulate the national economy in ‘general and the 


‘small-business segment thereof in particular by. establishing a program ‘under 


which small-business: concerns in the United States can be supplied with the 
equity capital and long-term loan funds which they need for the sound financing 
of their business operations and for their growth, expansion, and modernization. 


DEFINITIONS 


Sec. 103. (a) As used in this Act— 

(1) the term “Board” means the Small Business Capital Bank Board 
established by section’ 201 ;, 

(2) the, term “bank” means a small business capital bank established 
under section 301 ;, 

(3) the term “association” means a small business investment association 
organized as provided iin section,401 ; 

(4) the terms “district” and, “small business capital bank district’? mean 
a geological area coextensive With one of the twelve Federal. Reserve dis- 
tricts created. under section 2 of the Federal Reserve Act and existing on 
the date of the enactment of this. Act, except that the boundaries. of such 
districts may, from, time to time be readjusted by the Board after the date 
of the enactment of this Act to take into account more effectively the small- 
business needs of the country ; 

(5) the term “trading’ area”,means a business community embracing an 
entire metropolitan area (as defined by the Board), or a geographical area 
embracing a number of municipalities when such a designation is deter- 
mined by the Board to be necessary and appropriate in order to include all 
of an integrated business and commercial community ; and 

(6) the-terms “State” and (when used in.a geographical sense) “United 
States” include the several States, the. Territories of Alaska and Hawaii, 
the District of Columbia, and the Commonwealth of Puerto Rico. 

(b). (1) As used_in this Act, the term “small-business concern” means a busi- 
ness ‘concern, incorporated or unincorporated, which is not dominant in a well- 
established industry or line of business, and which meets the more detailed 
standards and criteria prescribed by the Board under. paragraph (2). 

(2) As soon as practicable after the date of the enactment of this Act, the 
Board ‘shall prescribe detailed standards and ‘criteria for the definition of the 
term “‘small-business concern,” which standards and criteria may be based upon, 
but shall not be limited. to, such things as number of employees, assets, volume 
of sales, and other factors related to; the concern’s relative position in its indus- 
try or line of business. 

(3) The Board shali from time to time revise such standards and criteria to 
the extent necessary to take into account more accurately and realistically the 
relationship of small-business operations to the economy as a whole. Whenever 
such standards and criteria have been prescribed or revised with respect to any 
industry or line of business, the definition shall be published in the Federal 
Register, and for purposes of this Act shall thereafter remain in effect with 
respect to such industry or line of business until. subsequently revised and 
published by the Board in accordance with the same standards and procedures 
as those which were applicable when it was originally prescribed. 
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TITLE II—ESTABLISHMENT OF. SMALL BUSINESS CAPITAL BANK 
BOARD P 


ESTABLISHMENT OF THE BOARD 


Sec. 201. There is hereby established, as an independent agency of the Govern- 
ment of the United States, a Small Business Capital Bank Board. The principal 
office of the Board shall be located in the District of Columbia, but the Board 
may establish such district and branch offices throughout the United States as it 
deems necessary and' appropriate. : 


MEMBERSHIP 


Sec. 202. (a) The Board shall consist of thirteen members appointed by the 
President by and with the advice and consent. of the Senate, one member: from 
each of the twelve small business capital bank districts and one-member‘at large. 
In making such appointments, the President shall have due regard to a fair 
representation of.the public interest as well as of the particular interest and 
needs of small business’ and the special contributions which can be made by 
small-business concerns to the sound dévelopment of the national economy, and 
shall give.particular consideration to persons. who are experienced in small 
business and. are familiar with its financing and other problems; and before 
appointing any member from one of. such twelve districts: (other than the first 
member so appointed) the President shall ‘receive’and consider any nominations © 
for such appointment which may be submitted by small business ,investment 
associations in the district involved. ' 

(b) Each member of the Board shall be appointed for a'term of fourteen years ; 
except that (1) of the twelve members first appointed from the small business 
capital bank districts, three shall-be appointed for terms of three years, three for 
terms of seven years, three for terms often years, and three for terms of 
fourteen years, as designated by the President at the time of appointment, and 
(2) any member appointed to fill a vacancy shall be appointed. only: for: the 
unexpired portion of his predecessor’s term. 

(c) Each member of the Board -shall be a citizen of the United States and 
(except in the case of the member appointed at large) shall have been a resident 
of the district from’ which-he is appointed for. not*less than ten years next’ 
preceding his appointment. No person shall be_eligible for appointment as a 
member of. the Board if, at the time his term of office would begin or within the 
one-year period next preceding such time, he shall, have been a director or 
salaried officer or employee of a small business capital bank or'’small business 
investment association. ‘The members of the Board ‘shall devote their entire 
time to the business of the Board ‘and shall not engage in any other occupation 
or work during their terms of office. 

(d) The annual rate of basic compensation of each member of the Board 
shall be $20,000. 

(e) Each member of the Board, in addition to receiving compensation as pro- 
vided in subsection .(d), shall be reimbused for necessary travel, subsistence, 
and other expenses actually incurred .in the discharge of his duties as such 
member, without regard to anyother laws relating to allowances for such 
expenses. 

(f) As soon as practicable after the first members of the Board have been 
appointed as provided in subsection (a), the members shall .meet, subscribe. to 
the oath, of office, and organize by electing from among the membership a Chair- 
man and a Vice Chairman and by appointing (from within or without its mem- 
bership) a Secretary.. The Chairman; Vice Chairman, and Secretary shall be 
elected annually for terms of one year, and shall serve until. their respective 
successors are elected and take office. The Chairman shall preside at all meetings 
and the Vice Chairman shall preside in the absence or disability of the Chairman. 
The: Board may, in. the absence or disability of both the Chairman and Vice 
Chairman, elect. any of its members to act,as chairman pro tempore. Seven 
members shall constitute a quorum of the Board for the transaction of business, 
and the Board may function notwithstanding vacancies provided a quorum is 
present. The Board shall meet at such ‘times and places as it may fix and 
determine, but shall hold at least twelve regularly seheduled meetings a year; 
and special: meetings may be held on call of the Chairman or any three members. 
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(g) Notwithstanding subsection (b), any member of the Board may at any 
time be' removed from office for cause by the President or, if cause exists but 
the President does not act, by the Congress through impeachment proceedings. 

(h) The Board shall adopt such rules as it may see fit for the transaction of its 
business, and shall keep, permanent and —— records of its acts and 
proceedings. 

EXECUTIVE DIRECTOR 


SEc. 203 (a) The Board shali appoint an Executive Director, who shall serve 
at the pleasure-of the Board and, shall, subject, to the general supervision and 
direction of the Board as to matters of a ‘road and general supervisory, advisory, 
or policy nature, and, except as,otherwise specifically provided in this Act, be 
responsible for the execution of the functions of the Board. 

(b) The Board shall “fix the compensation of the Executive Director, but his 
annual rate of basic compe nsation ‘shall not exceed $17,500. In addition to 
receiving such: compensation,’ the. Executive. Director shall be reimbursed. for 
necesSary traveling ahd subsistence expenses, or paid a per diem allowance in 
lieu thereof within the limitations prescribed by law, while away from his official 


station upon official business. 


(c) The Executive Director shal comply with all_orders and directors which 

he receives.from the Board; but as to all third persons his acts shalk be presumed 
to be.in compliance with the orders and directions,of the Board. 
! (d) The,Executive Director shall appoint such officers, employees, and other 
personnel . (incliiding atterieys,: economists, Aecountants, experts, assistants, 
clerks, and laborers) as may be necessary to carry out the functions, powers, and 
duties vested in the Board, and fix their compensation, in accordance ‘with the 
eivil-service laws and reguiations and the’ ¢ Classification Act of 1949.. All func- 
tions, powers; and duties of the Baard, except those specifically reserved to the 
Board itself by this Act, shall be exercised:and perf6rmed:by ‘the Executive 
Director and may be exercised and performed by him through such officers, 
employees, or other personel of the Board as he may designate. 


SHAL 


Sec. 204. The Board shall have. an official seal, which shall’ be judicially 
noticed. : 
PROVISION OF ‘FU NDS 


Sec." 205. (a) T he funds required for the opérating .expenses of the Board, 
and for its investment,'in.the capital stock of the twelve small business capital 
banks ‘under section 304 (a), shall be obtained’ as provided in this section. 

(b) (1)° Within ninety days after the enactment, of .this Act, there shall be 
transferred to the Board from the existing accounts. of: the twelve .Federal 
Reserve banks, under the direction of the. Board of Governors of the Federal 
Reserve System, all funds herétofére authorized for loans to industrial and 
commercial firms under section 13b of the Federal Reserve Act and not loaned 
or otherwise committed for that purpose,.togéther with all the existing rights 
and liabilities of. the Federal Reserve banks with respect to loans under such 
section 13b which are outstanding or ‘with respect to which commitments have 
been issued, including the rights to collect or. receive (and to use as provided 
in subsection. (a) of. this section) ‘any repayments of such loans which may 
hereafter. become due. Effective ninety days after the date of the enactment 
of this' Act, section 13b of the: Federal Reserve Act is repealed; but such repeal 


Shall ‘not affect the power of the Board to carry out, or protect its interest under, 


any agreement or transaction, theretofore niade or, entered into under such sec 
tion, with! respect to which rights and liabilities are transferred to the Board 
under this paragraph. | 

(2) Within ninety days after the date of the enactment of this Act, there shall 
be transferred to the Board from the existing surplus accounts of the twelve 
Federal Reserve, banks; under the direction’ of the Board of Governors ‘of the 
Federal Reserve System, the.sum of $120,000,000. The amount. which shall be 
transferred from the. surplus account of ‘any Federal Reserve bank under this 
subsection shall bear the.same ratio to $120,000,000 as the surplus account. of that 


' bank bears (on the date of the enactment of this Act) to the total of the surplus 


accounts of'all twelve Federal Reserve banks. 
(c) Whenever the Board’s investment'in the capital stock of any small busi- 
ness capital bank is retired as provided in section'304 (b), the proceeds from the 
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retirement of such stock shall be paid over by the 
United States as miscellaneous receipts. 

(d) In order to secure funds to be used in purchasing debenture bonds of banks 
as ‘provided in section 305, the Board is authorized to issue and have' outstanding 
obligations having such maturities and bearing such rate or rates of interest 
as may be determined by the Board with the approval of the Secretary of the 
Treasury, to be redeemable at the option of*the Board at or before maturity in 
such manner as may be stipulated in such obligations; but the aggregate amount 
of such obligations which may be outstanding at any one time shall not exceed 
$1,200,000,000. Such obligations shall be sold only to private investors, and the 
proceeds therefrom shall be used only for the purchase of debenture bonds of 
banks a8 provided in section 305. The Board shall insert appropriate language 
it nor the interest: thereon. 
is guaranteed by the,United States or constitutes A debt or obligation of the 
United, States,or of any agency or instrumentality thereof other than the Board. 
The Board’ is auhorized to purchase in the open niarket, any of its. obligations 
outstanding under this subsection at any time and at any price.: 


Board to the Treasury of the 


, REGULATIONS 

Sec. 206. The Board shall prescribe and publish’ such regulations (including 
regulations. providing for the wide dissemination to small- business concerns of 
information concerning the: benefits and ‘objectives:of the program established 
by this Act, defining in detail the financial and*operational relationships among 
and between banks, associations, small-business concerns, and other persons, ,and 
otherwise insuring that all possible assistance will be extended to small-business 
concerns under this Act and that such assistance will be am effective means 
of promoting the purposes of this Act), and take such other actions, as*may be 
necessary. and appropriate in carrying out this Act and in effectively exercising 
the functions expressly and impliedly vested in it 'under this Act. 


TITLE III—ORGANIZATION OF SMALL BUSINESS CAPITAL BANKS 
ESTABLISHMENT OF BANKS 


Sec. 301. The Board shall establish in each district a small business capital 
bank. The principal office of each bank-shall be locatéd. (unless such location 
is rendered impossible by reason of adjustments .in. district boundaries made 
under ‘section 103 (4)) in the city within its district where the .Federal Reserve 
bank for such district is located, and such Federal Reserve bank shall make 
available without cost to the small. business capital bank, in ‘the Federal Reserve 
bank building, the quarters and facilities needed by such bank. to .¢arry out its 
funtions under this Act. Each small business capital bank. shall include: in its 
title the name of the city ni which it is located.’ Subject to the approval of 
the Board, any bank may establish: branches within its district. 


TEMPORARY MANAGEMENT 


Sec. 302. (a) Each bank shall be temporarily managed by seven directors 
appointed for terms of two years by the Board. Such directors shall be citizens 
of the United States and residents of the district in which the bank is located. 
They shall each give a surety bond, the premium on which shall be paid from 
the funds of the bank, and shall receive such compensation as the Board shall 
fix. They shall choose from among their: number a chairman, vice chairman, 
secretary, and tredsurer and muy, subject to the approval of the Board, appoint 
and fix the compensation of such attorneys, economists, accountants, experts, 
assistants, clerks, laborers, and other employees as they deem necessary. 

(b) The temporary directors of each bank shall, under their hand, forthwith 
make an organization certificate which shall specifically state— 

(1) the name assumed by the bank ; 

(2). the district within which its operations are to be carried on,.and the 
particular city in which its principal office is te be located ; 

(3) the amount of the bank’s..authorized capital stock and the number 
of shares into which: such stock is to be divided, and the increase in such 
stock which (under the regulations prescribed by the Board, pursuant to 


section 206) may result from conversion of debenture bonds issued under 
section 305; and 
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(4) the fact that the certificate is made to enable small-business concerns 
to avail themselves of the advantages of this Act. 
The organization certificate shall be acknowledged before a judge or clerk of 
some court of record.or notary public and shall, together: with the acknowledg- 
ment thereof, be authenticated by the seal of such court or.notary and transmitted 
to and filed in the principal office of the Board, where it shall at all times be 
open to public inspection, 

(ec) The Board is authorized to direct such changes in or additions to any 
such organization certificate, not inconsistent with this Act, as it ‘may deem 
necessary or expedient. 

(d), Upon duly making and filing the organization certificate, the bank shall 
become (as of the date of the execution of such certificate) a body corporate, 
and as such, and in the name désignated in such certificate, it shall hay é power— 

(1) to adopt and use a corporate seal ;. 

(2). tdé have succession until it is dissolved by Act of Congress or. under 
the. provisions of this Act ; 

a to make contracts ; é 
_ (4) to sue and be- sued, Sait interplead, and defend, in any court 
of BY or equity, as fully as a natural person ; 

(5) to elect directors (subject to the provisions of section. 303) and by 

its board of directors to elect a president and a .vice, president, appdint a 
secretary and a treasurer and other officers and employees, define their duties, 
require’ bonds of them and fix the penalty thereof, and dismiss any such 
officers and employees at pleasure and appoint : others to fill their places; 

(6)° to prescribe, by its board of directors, subject to the supervision and 
regulation of the Board, bylaws not inconsistent with law, regulating the 
manner in which its stock shall be issued, held, and disposed of, its directors 
elected (subject to the provisions of section. 303), its officers elected or 
appointed, its property transferred, its géneral business conducted, and the 
privileges granted to it by law exercised.and enjoyed; and 

(7) to-exercise, by its board. of directors or its duly authorized officers 
or agents, Subject to law, all such incidental pawns as shall be necessary 
to carry out its functions under this Act. 


-ELECTION OF DIRECTORS 


Sec. 303. (a) After the expiration of the two-year term of the temporary di- 
rectors of any bank appointed by the Board under section 302 (a), the directors 
of.such. bank shall be chosen as provided in this section. 

(b): Each bank shall have seven directors who shall serve for concurrent terms 
of two. years each. Five of such directors shall be elected by majority vote of 
the stock holders of the bank, and two.of such.directors shall be appointed by the 
Board. 

(c) The annual rate of basic compensation of each director of a bank, and any 
allowances for travel, subsistence, and other expenses, shall be fixéd..by the 
Roard. . Each such director shall be a citizen of the United States and a resident 
of the district in which the. bank is located, and shall have such other qualifica- 
tiqgns as the Board may prescribe. 

(d) The directors of any ‘bank first appointed under this section shall im- 
mediately take such action as may be necessary to terminate the period of tempo- 
rary management of the bank and establish its permanent operation under its 
charter and bylaws. 

CAPITALIZATION 


Sec, 304. (a) Each bank shall be establislied with an authorized capitalization 
of $110,000, 000, of which $10, 000,000 shall be paid-in capital subscribed for by 
the Board immediately upon the establishment of the bank and the remainder 
shall be provided by investments of associations under section 409 and of other 
financial institutions under section 504 (b). 

(b) The stock subscribed for by the Board under subsection (a) shall be 
retired in full not later than the time when all of the remaining authorized 
capitalization has been subscribed and paid in. 


BORROWING POWER 


Sec. 305. In addition to its authorized capitalization, each bank shall have au- 
thority to. obtain funds through the sale to the Board of its debenture bonds, 
which shall— 


~— 


were: 


FINANCING SMALL BUSINESS a. 


(1) bear interest at such raté, and contain such other terms, as the Board 
may fix; 

(2) be callable on any interest payment date, upon three month’ s, notice, 
at par plus accrued interest ; and 

(3) be convertible at maturity if not theretofore called, at the option of 
the Board, into stock of such bank at the rate of one share of $100 par value 
7 per centum preferred stock for each $100 (or fraction thereof) of the face 
value of the debenture bond or‘bonds converted; and the right of conversion 
may be exercised by the Board with respect to any one or more debenture 
bonds without exercising such right with respect to other such bonds held 
by it. 

USE OF BANK’S- FUNDS 


Sec. 306.. It shall be the primary function of each bank to use any funds avail- 
able to it from its capital account or from any of its other accounts— 

(1) to advance capital to associations in its district as provided in section 
408 ; 

(2) to advance funds. to private financial investment institutions as. de- 
scribed in section 504; and 

(3) to make direct long-term loans to small-business concerns as provided 
in-.section 503. 

EXAMINATIONS AND REPORTS 


Sec. 307. The Board shall from time to time require that examinations and re- 
ports be made (by the General Accounting Office) by the condition of all. banks 
established under this titleé,'‘and shall publish consolidated statements of the 
results thereof. 


TITLE 1V—ORGANIZATION OF SMALL BUSINESS 
INVESTMENT ASSOCIATIONS 


ORGANIZATION .OF ASSOCIATIONS 


Sec. 401. Corporations: to be known ‘as small business investment associations 
may be organized by small-business concerns desiring to take advantage of the 
provisions of this Act. Not less than twenty-five such concerns shall be required 
to subscribe the articles. of incorporation in order to form an association. ‘One 
association may. be organized ‘in each State, but in no case shall more than one 
association be organized in any one trading area. Each association shall com- 
ply with all of the terms and conditions of this title, and.shall be incorporated 
under the law of the State in which it is located. 


OBJECTIVES 


Sec. 402. Each association shall be organized to operate as a regulated closed- 
end investment company designed to provide necessary equity capital, to small- 
business concerns within a particular Gommunity or trading area, and’ for such 
purpose it- would be authorized— 

(1) to raise capital in order to serve as a jeint enterprise for, the benefit 
of its stockholders as proprietors 

(2) to invest (and manage the investment, of) the capital of its stock- 
holder-proprietors in carefully selected enterprises with profit and growth 
potential ; 

(3) to furnish both management and investment counsel to those selected 
enterprises where neéded ; and 

(4) to provide its. stockholder-proprietors with specific and general: in- 
vestment information and objectives. 


ARTICLES OF INCORPORATION 


Sec, 403.-(a) The articles of incorporation of each association shall specify 
in general terms the objects for which the association is furmed, the name 
assumed by the association, the area or areas where its operations are to be 
carried on, the place where its principal office is to be’located,.-and the amount 
and classes of its capital stock.: Such’ articles may also contain any other. pro- 
visions, not inconsistent with ‘the provisions of this Act, which the association 
may deem it advisable to adopt for the regulation of its business and the conduct 
of its affairs, including provision for cumulative voting in the election .of di- 
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rectors. Such articles, and any amendments thereto adopted from time to time, 
shall be subject to the approval of the Board as provided in subsection (b). 

(b). The articles of incorporation of each proposed association shall be for- 
warded to the Board for its consideration and approval or disapproval. .In 
determining whether to approve the organization of the association and its pro- 
posed articles of incorporation, the Board shall give due regard, among other 
things, to the need: for the ‘financing of independent small-business concerns in 
the area in which the proposed association is. to commence business, the general 
character of the proposed management of the association, and the number and 
volume of operations of other associations previously organized in the United 
States and in the region where the proposed association would be located. After 
consideration of all relevant factors, the Board may in its discretion approve the 
artieles of incorporation and issue to the association a permit to begin business. 

(c) Upon issuance to any association of a permit to begin business as "provided 
in subsection (b), such association Shall become and be a body corporate and as 
such, and in the name’ designated in its articles ‘of incorporation, shall have 
power— ; 

(1) to adopt and use a corporate seal ; 

(2) to have succession until dissolved by the: vote of its shareholders 
owning two-thirds'‘of its voting stock, or by Act of Congress, or in the manner 
provided in section 414 ; 

(3) to make contracts ; 

(4) to sue’and be sued, complain’and defend, in any court of law or equity : 

(5) ‘by its hoard of directors, to appoint such officers and employees is 
may be deemed proper, define their authority and duties, fix their compensa- 
tion in cases wheré such.compensation is approved by the Board as provided 
in section 404 (f); require bonds of ‘such of them as it deems advisable and 
fix the penalty thereof, and dismiss any of sich officers and employees at 
pleasure and appoint others to fill their places ; 

(6) to adopt bylaws regulating the manner in which its. stock shail be 
transferred, its officers and employees appointed, its property transferred, 
and the privileges granted to it by law exercised and enjoyed ; 

(7) to establish branch Offices or agencies, subject to. the approval of the 
Board; 

(8) to acquire, hold, operate, and dispose of any property (real, personal, 
or mixed), whenever necessary or appropriate in carrying out its lawful 
functions ; 

(9) to operate in such area or areas as may be specified in its articles of 
incorporation and approved by the Board ; and 

(10) to exercise all of the powers set forth in this Act, and such. other 
incidental. powers as may be reasonably necessary to carry on the business 
for. which the association is organized. 


BOARD OF DIRECTORS 


Sec. 404. (a) Each association shall have a board of directors consisting of 
seven members, chosen as provided in this section, who shall serve for concurrent 
terms of two years each. 

(b) The- seven. directors of any association who first take office after the 
approval of such association’s articles of incorporation shall be appointed by the 
board of directors of the small business capital bank for the district in which 
the association is located. 

(c) At the expiration of. the two-year. term of the directors appointed under 
subsection (b), and.every two years.thereafter, the directors of the association 
shall be chosen as follows: Five shall be elected by majority vote of the stock 
holders of the association, and two shai! be appointed by the board of directors 
of the small business capital bank for the district in which the association is 
located. 

(d). Any vacancy that may ‘occur in the board of directors of an, association 
through death, resignation, or other cause.shall be filled in the same manner as 
in the case of the original election or appointment, and the new director thus 
chosen shall serve out the unexpired portion of the term, Until such election 01 
appointment of a new-director, the remaining directors shall have power to fill 
the vaeancy for the time. being by appointing a temporary director to serve until 
the next meeting of the stockholders,:or until the bank for the district can act, 
as the case may be.. All directors shall hold office .until their successors are 
chosen and have qualified. 

(e)' The board of directors-of each association shall from time to time elect 
a president and vice president from among its number. 
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(f) The directors of any association, and all officers thereof except the 

secretary-treasurer, shal} serve as such without compensation unless the pay- 

ment of salaries to them is approved by the Board. All directors. and: officers 

except the secretary-treasurer shall, during their term of office, be bona fide 

residents of the area within which the association is authorized to-do business, 
and shall be stockholders of the association. 


SECRETARY-TREASURER 


Sec. 405. .(a) The board: of directors of each association shall choose, in such 
manner as may be deemed appropriate, a secretary-treasurer, who shall receive 
such compensation for his services. as such as the board of directors shall 
determine. : 

(b) It shall be the duty of the secretary-treasurer of each association to act 
as custodian of its funds and -to deposit such funds in such bank as the board 
of directors may ‘designate.. He shall, also "be. the custodian:of its securities, 
records, papers, and certificates of stock, and all documents relating to, or bearing 


upon,:-the conduct of its affairs. He shall furnish a suitable surety bond to be- 


prescribed and approved.by the Board for the proper performance of his duties 
under this Act; which shall cover prompt collection and transmission of funds. 
He shall make reports to the Board as required by. it upon forms to be provided 
for that purpose. “Upon request ofthe. Board he shall furnish information 
regarding the condition of the association for which he is acting, and he shall 
earry out all duly authorized orders of the Board. 


PAYMENT OF EXPENSES AND SALARIES 


Sec. 406. The reasonable expenses of the secretary-treasurer of any association 
and his salary, and the reasonable expenses of: the other officers and agents of 
the association (and their salaries when payable as provided in section 404 (f)), 
shall be paid from the general funds of the association, and the board of-directors 
of the association is authorized to set aside such sums as it deems requisite for 
that purpose and for other expenses of the association. When'no such funds 
are available, the board of directors may levy an assessment on the members 
of the association in proportion to. the amount of the. stock of the association 
held by each, which may be repaid as soon as funds are available,, or it may 
secure an advance from the bank of its district, to, be repaid with intérest at 
the rate of 6 per centum a year, from dividends belonging to the association.” Each 
bank is authorized to make such advances and to deduct such repayments. 


CAPITAL STOCK 


Sec. 407. (a) Each association shall have a paid-in capital and surplus .equal 
to at least $500,000 before it may commence business. In order to facilitate 
the formation of such associations, each small-business capital bank is authorized 
and directed, notwithstanding any other provision of law, to invest’ in the shares 
of stock of one or more associations, investing at least $250,000 in the shares of 
stock of each such association, but with a view to the ultimate disposal of such 
stock to private investors described in subsection (b). 

(b) The shares of stock in. any association shall be eligible at any time for 
purchase by any small-business concern located and doing business in the trading 
area in which such association is located. 

(c) The aggregate amount of shares:in any association or associations which 
may be owned or controlled by any stockholder, or by any group or class of 
stockholders, may be limited by the Board; and. no one stockholder, other than 
a small business capital bank, shall at any time, own or control more than 10 
per centum of the total outstanding shares of any such association. 


BORROWING. POWER 


Sec. 408. (a) Each association shall have authority to borrow -money from 
the bank of its district and to issue therefor its debentures, bonds, promissory 
notes, or other obligations under such general conditions and subject to such 
limitations and regulations as the Board may prescribe. : 

(b) In addition to the borrowing authority provided by subsection (a), each 
association shall have authority to obtain funds from the bank of its district 
through the sale to such bank of its debenture bonds, which shall— 

(1) bear interest at such rate, and contain such other terms,.as such bank 
may fix with the approval of the Board ; 
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(2) be callable on any interest payment date, upon three months’ notice, 
at par value accrued interést ; and 

(3) be convertible on any interest payment date prior to retirement. or 
maturity, at the option of such bank, into stock of the association at the rate 
of one share of $50 par value common stock and one share of $50 par value 
7. per centum preferred stock’ for each $100:(or fraction thereof) of the 
face value of the debenture bond or bonds coriverted; and the right’ of 
conversion may be exercised by the bank with respect to any one or more 
debenture bonds without exercising such right with respect to other such 
bonds held by it. : 

(c). Each association shall also have authority to obtain funds from the bank 
of its district by transferring or obligating to such bank, under a. proper power 
of attorney, -its interest in and to any income debenture bonds or other bonds, 
mortgages, promissory notes, preferred stock or other capital shares of business 
enterprises, or other obligations or securities acquired and held by it in the per- 
formance of its functions under this Act. 


INVESTMENT BY ASSOCIATIONS IN STOCK OF BANKS 


Sec: 409. Whenever a bank advances funds to an association under this Act, 
such association shall be required to become a stockholder-proprietor of the bank 
by investing in the capital stock of the bank.in an amount equal to 5 per centum 
of the amount of the funds so advanced: 


USE OF SERVICES OF PUBLIC AGENCIES :AND PRIVATE FINANCIAL. INSTITUTIONS 


Sec. 410. (a) Each association may make.use of advisory services of depart- 
ments and agencies of the: Federal Government which are available for and 
useful to industrial and commercial businesses, and may provide small-business 
concerns with consulting and'advisory services on a fee basis and have'on its 
staff persons competent to provide such services. 

(b)’ When practicable the opérations of an association may be undertaken in 
cooperation with commercial banks and other private financial institutions, and 
any investigations or other activities required in connection with its: operations 
under this Act may under regulations of the Board be ‘handled through such 
institutions on a fee basis. 


DISPOSITION OF FUNDS HELD BY ASSOCIATIONS 


Sec. 411. (a) Subject to the supervision and direction.of the Board, any small 
business capital bank is authorized to act as a depository or fiscal agent for 
any association. 

(b) Any association may invest funds not reasonably needed for its current 
operations in direct obligations of, or obligations guaranteed as to principal and 
interest by, the United States. 


EXAMINATIONS 


Sec. 412.. Each association shall be subject to examinations made under the 
direction of the Board by examiners selected or approved by the Board, and the 
cost of such examinations, including the compensation of the examiners, may in 
the discretion of the Board ‘be assessed against the association examined and 
when so assessed shall be paid by such association. 


REPORTS 


Sec. 413. Each asociation shall make such reports to the Board, at such times 
and in such form, as the Board ma’y require. 


DISSOLUTION 


Sec. 414. Should any association violate or fail to comply with any of the 
provisions of this Act or of regulations prescribed hereunder by the Board, it 
may be dissolved and all of its rights and. privileges forfeited. Before any 
association shall be declared dissolved and its rights and privileges forfeited, 
however, the noncompliance with or violation of this: Act shall be determined 
and adjudged by a court of ‘the United States of competent: jurisdiction in a 
suit brought for that purpose by the United States at the instance of the Board 
or the Attorney General in the district in which the association is located. 
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DISCLAIMER OF UNITED STATES LIABILITY ON ASSOCIATION OBLIGATIONS ‘AND 
SECURITIES 


Sec. 415. Nothing in this Act or in any other provision of law shall,be deemed 
to: impose ‘any liability on the United States, or on»the Board or any, small 
business capital bank, with respect to any obligations entered into or securities 
issued by an association: 


EXEMPTIONS FOR ASSOCIATION SECURITIES 


Sec. 416. (a) Section 3 of. the Securities Act of 1983 (15 U. S. C., sec. T7c) 
is amended by adding at.the.end thereof the following new: subsection : 

“(c) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as maybe prescribed therein, add to the 
securities exenipted as provided in this section’any class: of securities issued 
by a small business investment-association under the Small Business Capital 
Bank Act if it finds, having regard for the purposes of that Act, that the en- 
forcement of this Act with respeet to such securities is not necessary in the 
public interest and for the protection of investors.” 

(b) Section 304 of the Trust Indenture Act, of 1989 (15 U. S. C., see T7ddd) is 
amended by adding at the end thereof the following.new subsection : 

“(e) The Commission may from time to time by its rules and regulations, and 
subject to such terms and conditions as may be prescribed therein,. add to the 
securities exempted as provided in this section any class of securities issued by 
a small business investment association under the Small-Business Capital Bank 
Act if it finds, having regard to the purposes of that Act, that the enforcement 
of this Act with respect to such securities is not necessary in the public in- 
terest and for the protection of investors.” 


LIABILITY OF ASSOCIATIONS FOR FEDERAL INCOME TAX 


Seo. 417. (a)-Section 851 (a) ‘of the Internal Revenue Code of 1954 (relating 
to general rule for definition of regulated investment company) is amended.by 
striking out the period 'at. the end of paragraph (2) and inserting':in lieu 
thereof “, or’, and by adding after paragraph (2) the following. new paragraph: 


“(3) which is a small business investment association organized under 
title IV of the Small Business Capital Bank Act.” 

(b) Section 851 (b) (2) of such Code .(relating to limitations applicable to 
definition of regulated investment.company) is amended by -inserting after “90 
percent” the following: “(75 percent in the case of a corporation described in 
subsection (a) (3))”. 

(c) (1) The heading of section 851 (e) of such Code (relating to investment 
companies furnishing capital to development: corporations) is amended by -in- 
serting “or TO SMALL Business Concerns” after “DEVELOPMENT CORPORATIONS”, 

(2) Paragraph (1) of such séction 851 (e) is-amended: by inserting after 
“generally available,” the following: “or if such investment company is a small 
business investment association: which was organized under title IV of the 
Small, Business Capital Bank Act and which has not been exempted under sub- 
section (f) from the-limitations of subsection (b) (4),”. 

(3) The heading of paragraph (3) of such section 851 (e) is amended by in- 
serting “IN: THE CASE OF COMPANIES FURNISHING CAPITAL TO DEVELOPMENT CORPO- 
RATIONS’ after “STATUS”. 

(d(. Section 851 of such Code is further amended by adding at the end thereof 
the following new subsection : 

“(f) ExEMPTION OF SMALL BUSINESS INVESTMENT ASSOCIATIONS FROM LIMITA- 
TIONS OF SUBSECTION (b) (4).—If the Small Business Capital Bank Board de- 
termines that it is necessary and appropriate to. the accomplishment. of the 
purposes of the Small Business Capital Bank Act that any or all of the smal! . 
business investment associations forméd under title IV of such Act be exempt 
from the requirements of subsection (b) (4) of this Act, it-shall certify such ~ 
determination to the Secretary or his delegate and, in such event, the limitations 
prescribed in subsection (b) (4) shall not apply to. such’ association or 
associations.” 

(e) (1) Section 852 (a) of such Code (relating to requirements applicable 
to taxation of regulated investment companies) is amended: by .adding at the 
end ‘thereof the following: “The investment company taxable income of a 
regulated investment company which is a small business investment association 
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, organized under title IV of the Small, Business Capital Bank Act. shall, for 
af - purposes of paragraph (1), be increased by the amounts described in subsection 
Bi’ (d) (3) (D) and decreased by the amounts described in subsection (d) (5) (B).” 
v (2) Section 852 of such’Code is further amended by adding at the end thereot 
: , the following new subsection : 
ey : “(d) SMALL BUSINESS’ INVESTMENT ASSOCIATION RESERVE.— 
. “(1) RESERVE GENERALLY.—A regulated investment company which is a 
m te small business investment association formed under title IV of the Small 
©: Business Capital Bank Act ,may, under regulations prescribed by the Sec- 
« retary or his delegate, establish and maintain a .reserve subject .to the 
i! limitations provided in this subsection. 
7 (2) LIMITATION ON RESERVE:—The’amount of the reserve shall'not at any 
ae . time exceed the lesser of — 
. *(A), 50 percent of the invested capital of the company as defined in 

ye paragraph (7), or 
mit _“(B) the accumulated earnings and profits determined as of the close 
sah yet” » of the taxable year. 
ip “¢3) CHARGES TO RESERVE:——The reserve shall be charged as of the end of 
© ' the taxable year (whether or not such charge produces a minus amount in 
P the reserve’) with the following: 
yf “(A) the net capital loss for the taxable year (as‘defined in section 
“7 ' 1222 (10)); ‘ 
« * ““(B) the net operating loss for the taxable year: (as defined in 
° section 172 (c)); 
A. “(C) the Federal income taxes attributable to the amount added 
to the reserve under paragraph (5) ; and 

“(D) such amount as may be necessary by reason of: the limitation 


e provided in paragraph (2). 

| (4) MANDATORY: ADDITIONS, TO THE RESERVE.—There shall be added. to 
g the reserve as of the close of the taxable year:the following : 

‘i “(A) an. amount equal to the excess of the net capital gain. for the 


taxable year’ computed without regard to section 1212 (relating to 


capital loss,carryover) over the net capital gain for the taxable year: 
ht. and 
- aa “(B) an amount equal to the excess of the taxable income for the 
, taxable, year computed without regard to section 172 (relating.to the 
= net operating loss deduction) ever the taxable‘income for the taxable 
mt year. 
a” (5) DISCRETIONARY ADDITION TO THE. RESERVE.—In any year in which 
¢ an. amount (other than the amount described’in paragraph (4)) is added 
m: to the reserve, the company shall, in the computation of its investment 
he company taxable income be allowed— 
ae “(A) a deduction equal to such amount of the addition to the reserve 
?, as does not cause the aggregate amount of the réserve (including 
en such ‘addition) to exceed 20. percent. ef the invested capital of the 
a company as defined in paragraph (7) ; and 


“(B) the’ deduction for dividends received provided in section 243 
but such deduction shall not exceed 85 percent of the portion of amounts 
; added to the reserve under this paragraph which is not deductible 
a: from’ investment. company taxable income under subparagraph (A). 
> (6) REDUCTION OF TERMINATION OF RESERVE.—In the event of a reduc- 
tion or termination of the reserve in connection with a partial or complete 
liquidation of the company (or of any company te which the reserve has 


>e 4 

* . been transferred in an-exchange upon which gain was not recognized 
ee by reason of any provision of this subtitle), the gain realized by a stock- 
° holder upon any such liquidation shall, to the extent. of the pro rata 
€. share of the reserve, be considered as a gain from the sale or exchangé 
p of property held for less than six months. 

oe: ' “(7) INVESTED cAPITAL.—For purposes of paragraph (2), the term 
> ‘invested capital’ means the sum, determined as of the close of the taxable 
> year, of— 

me “(A) the, amount of money or property (included in an amount 
eo . equal to its unadjusted basis without regard to the value of the 
e., property .as of March 1, 1913, except that if such basis is a substi- 
S tuted basis, it shall be adjusted, with respect to the period before the 
property was paid in, by an amount equal ‘to adjustments proper 
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under section 312 (f) for determining earnings and profits) previously 
paid in for stock, or as paid-in surplus or as a-contribution to capital, 
reduced by the.amount of distributions not out of earnings and -profits 
in the year of distribution and not out of accumulated earnings and 
profits; and 
“(B) the amount of the outstanding indebtedness (not including 
interest) of the company which is evidenced by a bond, note, bill of 
exchange, debenture, certificate of indebtedness, mortgage, or deed 
of trust, except that indebtedness not’ represented by a ‘bond or 
debenture shall not be included in excess of an amount equal to the 
average daily. amount of indebtedness not so represented which was 
outstanding during the taxable year 
(f) The amendments.made by this section shall apply only’ with respéct to 
taxable years ending on or after December 31, 1958. 


STATE AND LOCAL TAXATION OF ASSOCIATIONS 


Sec. 418. Each association, including its franchise, capital, reserves, and sur- 
plus, its income, its real property, its tangible and intangible personal property, 
and its obligations (both as to principal and incqme derived. therefrom), shall 
be subject to taxation, in the same manner and to the same. extent as a State- 
chartered institution of .similar character, by any State; county, municipality, or 
local taxing authority ; and its real property’shall be subject to special assessments 
for local improvements. 


TITLE V—PROVISION OF ASSISTANCE TO SMALL-BUSINESS 
CONCERNS ! 


STANDARDS OF. ELIGIBILITY -FOR ASSISTANCE 


Sec. 501. The Board shall promulgate standards to determine the ‘eligibility 
of small-business concerns for the assistance proyided ‘by this Act. In promul- 
gating such standards, which may differ according‘to the type of assistance 
involved and any other relevant factors, the Board shall give consideration to— 

(1) ‘the need to promote the devélopment'and growth of small-business 
concerns so as to enable them to make their maximum contribution to 
productive investment and employment and to the economic stability and 
growth of the Nation; 

(2) the need to make capital for such concerns more. readily availablerii 
adequate amounts and on reasonable terms ; 

(3) the need to facilitate maximum participation, of private financial 
institutions and investors in financing these concerns ; and 

(4) the need to supplement the existing facilities of banks and other 
private financial institutions through the program, of assistance provided 
under this Act. 


PROVISION. OF EQUITY CAPITAL FOR SMALL-BUSINESS CONCERNS 


Sec. 502. (a) It shall be the primary function of each small business investment 
association to provide a source, of needed equity capital for incorporated Small- 
business concerns which. are located within its district, and” which meet the 
standards of eligibility promulgated by the Board under.seetion 501, by advancing 
funds to such concerns in the manner and:subject to the conditions described 
in this section. : 

(b) Funds shall be advanced by an‘association to a small-business concern only 
through the purchase of debenture bonds (of such concern) which shali— 

(1) bear interest at such rate, and contain such other terms, as such 
association may fix with the approval of the Board ; 

(2) be callable on any interest payment date, upon three months’ notice, 
at par plus accrued interest ; and 

(3) be convertible on any interest payment date prior to maturity (unless 
previously called), at the option of the association, into stock of such concern’ 
at the rate of one share of ' $50 par value common stock and one share of $50 
par value 7 per centum preferred stock for each $100 (or fraction, thereof) 
of the face value ofthe debenture bond or bonds converted ; and the right 
of conversion may be exercised by the association with respect to any 
one or more debenture bonds without exercising such right with respect to 
other such bonds of the same concern held by the association. 
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(c) Before any funds are advanced by an association to a small-business 
concern ynder this section— 

(1) the association may require such concern to refinance any or all of 
its outstanding indebtedness so that the association is the only holder of 
any evidence of indebtedness of such concern ; and 

(2) such concern shall agree that it will not thereafter incur,any indebted- 
ness without first securing the approval of the association and giving the 
association the first opportunity to finance such indebtedness. 

(ad) Without the approval of the Board, the aggregate amount of dligitions 
and securities of any. one small business concern which may be acquired and held 
by an association at any one time shall not exceed whichever. of the following 
is the larger : 

(1) $1,000,000 ; or 

(2) 3344 per centum of the combined capital and surplus of the association. 

(e) Whenever an association advances funds to. a small-business concern 
under this ‘section, such concern shall be, required, to become a stockholder- 
proprietor of the association ‘by investing in the capital stock of the association 
in an amount equal.to 5 per centum of the amount of the funds so advanced. 


'LONG-TERM LOANS TO SMALL BUSINESS CONCERNS 


Seo. 503.. (a) Each bank is authorized to make loans, in the manner and sub- 
ject to the conditions described in this section, to.incorponated and unincorporated 
small-business concerns, which’ are located in its district, and which meet the 
standards of eligibility promulgated by the Board under section 501,:in order to 
provide such concerns with funds needed for sound financing, growth, modern- 
ization, and expansion. 

(b) Loans made under this section may be made directly, or in cooperation 
‘ with commercial lending institutions through agreements to participate on an 
immediate or deferred basis. 

(c) No financial assistance shall be extended under this subsection unless the 
financial assistance needed is nut otherwise available to the small-business con- 
cern on reasonable terms. No immediate participation may be purchased unless 
° it ‘is shown that a deferred participation is not available;.and no direct loan 
may be made unless it is shown that a participation is not available. Any 
participation by'a bank on a deferred basis shall not be in excess of 90 per 
centum of the balance of- the loan outstanding: at the time of disbursement by 
the bank." 

(d). The.rate of interest ‘for the bank’s share, of any loan made ‘under this 
section shall be no more than 5 per: centum.per annum, and shall not.be more 
than the rate prevailing within the district where the bank is located .if such 
prevailing rate (at the time of disbursement by the bank) is less than’ 5 per 
centum per annum. 

(e) Loans made under this section shall have a maturity not exceeding thirty 
years ; except that a loan made under this section for the purpose of construction, 
conversion, or expansion of facilities may, have a maturity of .thirty years: plus 
such additional period, as is estimated by the bank making the loan to be. required 
to complete such construction, conversion, or expansion. 

(f) All loans made under this section shall be of such sound value, or so 

secured, as reasonably to assure repayment. ; 
_“¢g) Any bank which has made a loan to @ small-busitiess concern under this 
section is authorized to extend the maturity,.of or renew such‘loan for additional 
periods not exceeding ten years if the bank’ finds:that such extension or renewal 
will aid in the erderly liquidation of such loan. 


ASSISTANGE THROUGH PRIVATE INVESTMENT COMPANIES ‘AND STATE AND LOCAL 
DEVELOPMENT CORPORATION S.° 


Sec. 504. (a) In addition to providing financial. assistance for small-business 
concerns.by advancing funds to. associations and.making long-term loans to such 
concerns as otherwise provided in this Act, each bank, subject to regulations of 
the Board, is authorized to advance finds to invéstment companies (both open- 
end and closed-end) in its district’ which are in, existence’ on the date, of the 
enactment, of this Act, and to State and local development corporations in its 
district whether in existence on such date or formed after such date, on condition 
that*such.funds he used only to supply equity capital to small-business concerns 
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in such district in a manner ‘which will assist <in carrying out the purpose of 


‘this Act. Any-funds advanced to a financial institution under this subsection 


shall be in exchange for convertible debenture bonds of such institution having 
the same terms and conditions as the debenture bonds of associations described in 


‘section 408 (b), and. funds.may be so advanced without regard to the use and 


investment by such institution of funds secured by it from other sources: 


(b) Whenever a bank advances funds to a financial institution under Subsection ° 


(a), such institution shall be required to become a stockholder-proprietor of 
such bank by. investing in the capital stock of such bank in an amount equal to 
5 per centum of the amount of the funds so advanced. , 

(c) A bank may acquire and hold stock in one.or more financial institutions 
through conversion of the debenture bonds of such institutions.under subsection 
(a), and a financial institution may acquire and hold stock of a bank under 
subsection (b), without regard to any limitation (in section of the Investment 
Company Act of:1940 or in any, other law of the United States) upon“the right 


of.such bank .or institution to acquire and hold such stock or ‘the amount of 


such stock which may be so. acquired and, held. 
(da) As used in-subsection (a)— ‘ 

(1) the term “investment companies”, means .investrhent companies as 
defined in section 3 of the Investment Company Act of 1940 which are 
subject to the provisions of that Act; and i : 

2) the term “State and local development corporations” means enter- 
prises incorporated under State law for the primary purpose,of promoting’ 
and assisting the growth and development of small business concerns in the 
areas covered by their operations. 1 


TITLE, VI—MISCELLANEOUS 
CRIMINAL PENALTIES 


Sec, 601. (a) The, first paragraph of: sectfon.217 of title 18, United States 
Code, is amended by inserting after-“farm credit examiner,” the following: “or 
of aby small-business capital bank or sthall business investment association,” 

(b) Section 218 of such title is amended by inserting after “National Agricul- 
tural Credit Corporations,” the following: “or an examiner of small business 
capital banks-or sniall- business investme nt associations,” ’ 

(ec) (1) The first p aragri aph of section 221 of such title is s amended by, inserting 
after ‘‘United States,” the following: ‘“or-a small business inv estmert association 
or small business capital bank,’. 

(2) The second paragr: aph of sich section 221 is amended ‘by inserting after 
“Congress,” the following :-* ‘or any small business ¢ ayeee bank or sinall business 
investment association,”. % 

(3) The he: ading of suc h section 221 is amended by striking y out “farm loan 
or land bank’ and inserting in lieu thereof {farm loan, land bank, or small 
business”. 

(4) The table of sections for chapter 11 of such title 18 is amended by strik- 
ing out “farm loan or land bank” in the reference ‘to section 221 and innerting 
in lieu thereof ‘farm loan, land bank, or small business”. 

(d) Section 657 of such-title is amended by inserting after “Federal Savings 


and. Loan Insurance Corporation,” the following: ‘‘or any’small business capital | 


bank or small. business investment association,” 

(e) Section 1006 of such title is-amended by inserting after “Federal Sav- 
ings‘ and. Loan Insurance Corporation,” tthe following: “or any. small business 
capital bank or small business investment association,” 

(f)° Section’ 1014 of such title is amended by. inserting after “a Federal Re- 


serve bank,” ‘the following: “or of a small business capital bank or a small° 


-business investment: assoc iation,” 
INJUNCTIVE RELIEF 


Sec. 602. Whenever ‘in the judgment of the Board any. person has, engaged or 
is about to engage in any acts or practices. which constitute or will constitute a 
violation of any provision of this Act or of any regulation prescribed by the 
Board under this Act, the Board may make ‘application to the proper district 
court of the United States, or the United States court of any Territory or other 
place subject to the jurisdiction of the United States, for an order enjoining 
such acts or practices, or. for an order enforcing compliance with such provision, 
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' and such courts shall have junisdiction of such actions and upon a showing by 
‘em the Board that such person has engaged or is about to engage in any such acts 
or practices a permanent or temporary injunction, restraining order, or other 


¢. order shall be granted without bond. 
: eassaial iain 
Ait) ' ; , [S. 3648, 85th Cong., 2d sess.] 

A BILL To provide financial assistance to small-business concerns through private (local) 
wt, or State development .credit corporations, to establish small-business investment associa- 
ae tions, to make equity-type capital available through funds provided by the Small Business 

, . Administration, and for other purposes 
>a ‘ 
° aa Be it enacted by the Senate and House of Representatives of the United States 
D. Bat 4 of America in Congress assembled, 
(ap 
& ‘ TITLE I—TITLE, POLICY,. PURPOSE, AND DEFINITIONS 
€ TITLE 


Sec. 101. This Act may be cited as the “Small Business Capital Act of 1958”. 


e DECLARATION OF POLICY 


C, 
ES Sec. 102. It is the policy of the Congress to foster the growth, independence, 
3 and stability of small business in this country in order to preserve a sound 
- national economy. 

of To effectuate such policy in a changing economy requires the enactment by 
y Congress from time to time of legislation to meet the changing needs of small 
"1 business. 

; It is hereby declared to be the policy of the Congress to provide the small- 
: a business concerns of the Wnited States with an additional source of equity 
mc capital and thereby to promote their growth and development in the interest of 
a a sound national economy: Provided, however, That this policy shall be carried 
©. out in such manner as to insure the maximum ‘participation of private financing 
Be" sources. 
B. STATEMENT OF PURPOSE 
7 Src. 103. The-Congress finds that the small-business concerns of the United 
©, States are in need of additional equity capital’ to finance their growth and 
ey development. | 


The Congress further. finds that private (local) and State development credit 
corporations should. be encouraged and. are in need of supplemental financial 


“haar assistance. , 
a The purpose of this Act is to provide promptly such capital and assistance. 
a i | DEFINITIONS 
Be Sec. 104, A&s used in this Act— 
i’ (1) “State”, Shall have reference to and include the several States, the Terri- 
m ‘tories of Alaska and Hawaii, the District, of Columbia, and the Commonwealth 
Dg of Puerto Rico. 
|’ (2) “Small . Business’ Act” shall mean the Small Business Act of 1953, as 
rj amended. 
im (3) “Administrator” means the Administrator of the Small Business . Ad- 
— ministration; referred to in'the Smalt Business Act. 
: (4) “Administration” means the Small Businéss Administration, created by 
y.; the Small Business Act. 
7 TITLE II— AUTHORIZ ATION .FOR FUNDS 
> Sec. 201. Subsection (b).of section 204 of the ‘Small Business Act is ‘hereby 
\ a , amended as fellows: 
yc” (1) The figure “$530,000,000" shall be deleted w herever it. appears in. Such 
| a subsection and in lieu thereof there shall be substituted the figure “$750,000,000" 
. (2) The word and reference “and (b) (3)” at the end of the fourth sentence’ 
mai! in such subsection shall be deleted and in lieu thereof there shall be substituted 
following the’ references, word and pune tudtion: “(b):'(3); (ce), (d), and (e)” 
oP (3) The figure “$305,000,000” appearing in the fifth sentence in such subsec- 


tion shall be:deleted and in lieu thereof there shall be substituted the figure 
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"525,000,000". .Further, the period: at the ehd of such sentence: shall be de- 
leted and there shall be inserted the following additional references: “, (c), 
(d), and (e)”’. 


TITLE —III—SECURED LOANS TO .PRIVATE (LOCAL) OR. STATE 
DEVELOPMENT CREDIT CORPORATIONS 


Sec. 301. Section 207 of the Small Business, Act is ‘hereby amended by adding 
the following new subsection : 

“(c) The Administration is empowered to make loans for plant construction, 
conversion or expansion, including the acquisition of land, to private (local) or 
State development credit corporations formed to assist, develop, and expand the 

economy of an area, and such loans may be made or effected either diréctly or 
in cooperation with banks or other lending institutions through agreements to 
partic ipate on an immediate or deferred basis: Provided; however, That the fore- 
going’ powers shall be subject to the following restrictions and limitations: 

“(1). No financial assistance shall be extended by the Administration ‘pursuant 
to this subsection unless *the financial assistance applied for is not otherwise 
available on reasonable terms and all loans made Shall be. so secured,as reason- 
ably to assure repayment; no immediate participation biay bé purcha’sed unless 
it is shown that a deferred participation is not available; and no loan,may be 
made unless it is shown that a participation is not available. In agreements to 
participate in, loans on a deferred basis under this subsection, such partici ipa- 
tion by the Administration shall not be in excéss of 90 per centum of:the balance 
of the loan outstanding at the time of disbursement. 

(2) No financial assistance shall be extended by the,Administration pursuant 
to this subsection if it will cause a relocation of ‘all or a part of a small-business 
concern so'as to effect a significant reduction.in employment in the general aréa 
of original location ,or will provide facilities to be mide available to a small- 
business concern at a subsidy to induce any relocation or will aid any relocation 
for other than a sound business purpose approyed by’ thé Administrator. , 

“(3) The proceeds of, any such loan must be used solely by, such borrower to’ 
assist an identifiable small-business concern and fora sound buSiness purpose 
approved by the.Administration. 

“(4) Loans made by the Administration -under, this authority shall be limited 
to $250,000 for each such identifiable small-business concern. 

“(5) Such corporations must meet. criteria established by the Administration, 
including the extent of participation or amount of. paid-in capital to be used in 
each instance as is determined to be.reasonable by the Administration. 

“(6) No loans including extensions ‘or renewals thereof may be niade by the 
Administration for a period or periods exceeding ten years plus suc h additional 
period as is estimated may be required to complete, construction, ,convérsion, or 
expansion: Provided, That the Administration may extend the maturity of or re- 
rew any loan made pursuant to,this subsection. beyond the period stated for 


?vdditional periods not té exceed ten. years, if, such extension or renewal will aid’ 


in the orderly, liquidation of such loan. .Any such loan shal) bear interest at a 
rate not to exceed’6 per centum per annum.” 


‘ 
é 


TITLE IV—LOANS TO STATE DEVELOPMENT CREDIT CORPORATIONS 
EVIDENCED BY DEBENTURES 


Sec. 401. Section.207' of the Small Business:Act is hereby, amended by adding 
the following new subsection : 


“(d) The Administration is also empowered to make loans to State develop-’ 


ment credit corporations, which shall, We evidenced by debentures, promissory 
notes, or other obligations uporm such conditions and in such form as «may:be 
approved by the Administration, subject to: the following limitations: 

“(1) Any funds loaned to a development credit corporation under this sub- 
section must be used solely for the purpose of: assisting small-business concerns 
and in accordance ‘with regulations promulgated by the Administration. 

“(2). No financial assistance shall be extended by, the Administration pur- 
suant to this subsection if it will cause a relocation, of all or.a part of a small 


business concern'so as to. effect,.a significant reduction in,employment ‘in the: 


general area of original location or will provide facilities to be made available 
to'asmall-business concern at a subsidy to induce any, relocation or will aid any 
relocation for, other than a sound business purpdse approved .by the Adminis- 
trator. 
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“(3) No loans including extensions or renewals thereof may be made by the 
Administration for a period or periods exceeding ten years except that any loan 
made for the purposes of constructing facilities may have a maturity of ten years 
plus such additional period as is estimated may be required to complete such 
construction: Provided, That the Administration may extend the maturity of or 
renew any loan. made pursuant to this subsection beyond the period stated for 
additional periods not to exceed ten years, if such extension or renewal will aid 
in the orderly liquidation of such loan. Afy such loan shall bear interest at a 
rate not to exceed 6 per centum per annum. 

“(4). The funds borrowed by the State development credit corporation from all 
sources, including amounts borrowed from the. Administration under this sub- 
section, shall.not exceed four times.the paid-in capital and surplus of each cor- 
poration. 

**(5) Loans made by the Administration under this subsection to each State 
development credit corporation shall not exceed the total of amount borrowed by 
it from all other sources. 

“(6) The Administration shall require, to the extent feasible, that the funds 
borrowed under this subsection shall be treated pari passu with those funds 
borrowed by the State development credit corporations, regardless of source, 
having the highest priority.” 


TITLE V—LOANS TO SMALL-BUSINESS. INVESTMENT ASSOCIATIONS 
ESTABLISHED TO MAKE EQUITY-TYPE FINANCING AVAILABLE 
TO: SMALL-BUSINESS CONCERNS 


Sec. 501. Section 207 of the Small Business Act is hereby. amended by adding 
the following new subsection : 

“(e) The Administration is. also empowered to make loans: evidenced by 
debentures, promissory notes, or other obligations, to small-business investment 
associations, chartered, under State law, or in the absence of appropriate ena- 
bling legislation chartered by the Administration, established to provide funds 
for small-business concerns upon ‘the following conditions: 

“(1) The qualifications and activities of small-business investment associa- 
tions must meet criteria established by the Administration which shall include 
the following: 

“(A) > The-minimum paid-in capital for any such. association shall be $100,000. 

“(B) The minimum number of shareholders for any such association shall 
be ten. 

“(C).The charter of any such association must be approved by the Adminis- 
tration and the association must. meet requirements for financial reporting, 
auditing, and examination, as may be’established by the Administration. 

“(D) Any such. association shall be authorized to advance funds to small- 
business concerns only, through loans evidenced by convertible debentures, such 
deberitures to be convertible at the option’ of the association or a holder in due 
course up to and including the effective date of any call by the issuer, into stock 
of the.small-business concern at the sound book value of such stock determined at 
the time of the issuance’ of the debenture. 

“(E) The association shall make investments ‘only in small-business con- 


cerns Within the criteria’established by the Administration. The maximum in- 


vestment by the association in any small-business concern shall not exceed either 
20. per centum of the association’s. paid-in capital:and surplus, or $250,000, 
whichever iis less. 

“(F) The amount of the,inyestment of an association in the stock of small- 
business concerns, acquired by conversion of debentures, shall not exceed the 
total of the paid-in capital and surplus of the association, except with the ap- 
proval of the.Administrator. 

“(G) The association shall require each small-business concern to which it 
makes a loan using,funds provided under this ‘subsection to purchase stock of the 
association in an amount equal to-5 per centum of such loan. 

*“(2) The loans to investment associations by the ‘Administration shall be 
subject to the following requirements : 

“(A) The total amount of loans outstanding at any one time by the Administra- 
tion in any. one investment association shall not exceed an amount equal to two 
times the paid-in capital ahd surplus of the association. 

“(B) Loans made by the Administration under this subsection may be on. an 
amortized or unamortized basis and shall bear interest at a rate not in excess 
of 6 per centum per annum and shall have a maturity of not more than ten years: 
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Provided, That the Administration may further extend ‘the maturity of or re- 
new any such loan beyond the period stated therein for additional periods not to 
exceed ten years if such extension or renewal will aid in thé orderly liquidation 
of such loan. 

“(3) No financial assistance shall be extended by the Administration pursuant 
to this subsection if it will cause a relocation of all or a part of a small-business 
concern so as to effect a significant reduction in employment in the general area 
of original location or will provide facilities to be ‘made available to a-small- 
business concern at a subsidy to induce any relocation or will aid any relocation 
for other than a sound business purpose approved by the Administrator. 

“(4) The Administration shall require that no financial assistance ‘shall: be 
extended pursuant to this subsection ‘by an, association to a small-business concern 
unless the financial assistance applied for is not otherwise available from, private 
sources on reasonable terms. 

“(5) (A) The Administration is authorized to prescribe regulations govern- 
ing the operations of: small-business investment associations and to carry out 
the provisions of this Act in accordance with the purposes of this ‘Act. Each 
small-business investment. association shall be subject to examinations made 
by direction of the Administration by examiners selected or approved: by. the 
Administration, and the cost of such examinations, including the compensation , 
of the examiners, may in the discretion of the Administration be assessed against 
the association examined and when so assessed shall be paid by such association. 
Every such association shall make such reports’ to the Administration at such 
times and in such forms as the Administration may require, 

“(B) Should any small-business investment association violate or fail to 
comply with any of the provisions of this Act or of regulations. prescribed here- 
under, all of its rights, privileges, benefits, and ‘franchises derived herefrom 
may thereby be. forfeited; and, without limitation, the Administration shall 
thereupon have the option of taking such action as it deems‘necessary or appro* 
priate in connéction with any outstanding ‘Administration loan or loans to any 
such associatign, consistent with existing law and any rights of others, Before 
any association ehartered by the Administration shall be declared dissolved, 
and its rights, privileges and franchises forfeited, any noncompliance With or 
violation of this. Act shall, howéver, be .determined and adjudged by a court of 
the United’ States of competent jurisdiction in a Suit brought for that purpose 
in the district, territory, or other place subject to the jurisdiction of the United 
States, in which the principal office of such association is located, which suit 
shall be brought by the United States At the instauce orf,the Administration’ or 
the Attorney General. ‘ 

“(C) Whenever in the judgment of the Administration any person has engaged 
or is about to engage in any acts or practices which.constitute or will-constitute 
a violation of any provision of this Act or of any regulation thereunder, the 
Administration may make application to the proper district.court'of the United 
States, or the United States courts of any Territory or other place subject to’the 
jurisdiction of the United States, for an order enjvining such acts or practices, 
or for an order enforcing, compliance with'such provision, and such courts shall 
have jurisdiction of such actions and upon a showing by the Administration that 
stich person has engaged. or is about to’ engage in any: such acts or practices 
a permanent or temporary injunction, restraining order, or other order, shall be 
granted without bond.” 


TITLE VI—ESTABLISHMENT OF SMALL-BUSINESS INVESTMENT 
ASSOCIATIONS ; 


Sec.-601. Section 207 (b). of the Small Business Act is amended by adding .the 
following additional subsection (6) : 


“(6) to charter'a small-business investment association, for thé purpose.of 
operating under this Act, formed» by not less than ten persons who ‘shall 
subscribe to the articles of iticofperation of any such association, 

“The articles of jncorporation of any such association shall specify. in | 
general terms the objects for which the association. is’ formed, the name 
assumed.by such association, the area or areas where its operations are to 
be carried on, the place where its principal. office is to’be located, and. the 
amount and classes of its shdres of capital stock; and the articles may ,con- 
tain any other provisions not inconsistent with this Act that the association 
may see fit to adopt for the regulation of its business and the conduct’ of its 
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f . are Such articles and any amendments thereto adopted from time to time 
a . Shall be subject to the approval of the Administration. 

“The articles of. incorporation. and amendments théreto shall be for- 

warded to the Administration for consideration and approval-or disapproval. 

7), In determining whether to approve the establishment of such an association 

p . and its proposed articles of incorporation, the Administration shall give due 

‘ regard, among other things, to the need for the financing of ,independent 

small-business enterprises in the atea in which the proposed association is 

to commence business,.the general character of the proposed management 


| - . Of the association; the number of such associations previously organized in 
ia the United States, and the volume of their operations. After. consideration 
e of ali relevant factors, the Administration may in its discretion approve the 
} | articles of incorporation and issue a permit to begin business. 
we “Upon issuance of such permit, thé association shall become and ‘be a ' 
: 1 body corporate, and,as $uch, and in the name designated in'its articles, 
« ; shall have power— ’ 
. arg “(A) to adopt and ‘use a corporate seal :; 
' ; “(B) to’ have succession for a period of thirty years; unless sooner 
i. dissolyed by the act 6f the shareholders’ Owning two-thirds of the stock 
yf or by an Act of Congress, or unless ‘its franchise becomes forfeited by 
e+ some violation O0f law or regulation issued. hereunder ; 
or “(C), to hake contfacts ; 
“(D) to sue' and be sued, complain, and defend-in any court of law 
ee or equity ; ' 
De ““(E) by its board of directors;,to appoint such officers and employees 
of as may be»deemed proper, define their authority and duties, fix their 
ie ; compensation, require bonds of such of them as it.deems advisable and 
| fix the penalty thereof, dismiss such officers or employees, or any 
: thereof, at pleasure and appoint others to fill their places ; 
a : “(F) to adopt bylaws regulating the manner in which its stock shall 
Pa, be transferred, its officers and. employees, appointed, its property trans- 
be ferred, and the privileges granted to it by law exercised’ and enjoyed; 
a> | “(G) to. acquire, hold, operate, and dispose of any property (real, 
a personal, or mixed) whenever necessary or appropriate to the carrying 
we out of its lawful functions ; 
a. “(H) to operate in such area or areas as may be specified in its 
py articles of incorporation and. approved by the Administration; and 
= “(T) to exercise.the other powers set forth in-this Act and such 
st incidental powers as may be, reasonably necessary to carry on the 
¢ business for which the association is established. 
ki “The board of directors of each small-business investment association 
a shall consist of not less than five members and. not more than nine members 
i all:of whom shall be elected annually by the holders of the shares of stock 
 . of the association.” 
: TITLE . VII—EXEMPTIONS _FROM. SECURITIES AND ‘INVESTMENT 
“ ' ; COMPANY ACTS 
_ 
y Sec. 701. Section 8 of the Securities Act of 1933 (15 U. S. C. see. 7T7c), is 
BP amended by adding at’ the end of subsection (a) thereof, the following new 
x ‘paragraph : 
y (12) Any security issued by a small-business investment association char- 


, tered or operating under the Small Business Capital Act of 1958.” 

€ Sec. 702. Any small-business investment association chartered or operating 

' under-the Small Business Capital Act of 1958, ‘is exempt from the provisions 
of the Investment Company: Act of 1940. 


TITLE VIII—~AMENDMENTS TO INTERNAL REVENUE CODE OF 1954 


Sec. 801. (a) Section 165 of the Internal Revenue Code of 1954 (relating to 
deduction for losses), is amended by adding at the end of subsection (h) the 


- following new paragraphs: 
“(3) For special rule.,for losses on stock in a small-business. investment 
association, see section 1242. 
5° “(4) For special rule for losses .of ‘a small-business investment associ- 
é ation, see section 1243.” 


(b) Subchapter (P) of the Internal Revenue Code ‘of 1954 is amended by 
adding at the end thereof the following new sections: 
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“SEC. 1242. LOSSES ON SMALL-BUSINESS, INVESTMENT ASSOCIATION STOCK. 


“In thé case of a taxpayer if— i 
“(1) A loss is on stock in a’ small-business investment association as 
defined in section '207 of the Small, Business Act of 1953, as amended, and 
*(2) Such loss would (but for this section) be treated as a loss from 
the sale or exchange of a capital asset, 
then such loss shall be treated as.a loss froin the ‘salé or exchange of an asset 
which is not a capital, asset. 


: “SEC. 1243.. LOSS: OF SMALL-BUSINESS INVESTMENT ASSOCIATION. 


“In the case of a small-business investment association, if— 

(1) A loss is on Convertible. debentures, (including stock received ‘pur. 
suant to the conversion privilege ) acquired ‘pursuant to section 207 of ‘the 
Small Business Act of 1953, as'amended, and ‘ 

“(2)' Such loss would (but for this section) be treated,as a loss'from 
the sale or exchange of a capitah asset, ' 

then such loss shall be treated asa loss from the sale or exc hange of an asset 
which is not ac apital asset.’ 

(ec) Section 243. of the Internal Revenue Gode of 1954 (relating to dividends 
received by corporations) is amended as follows: 

(1). By striking from subsection (a) the following language “In the : 
ease of a corporation’? and inserting in lieu thereof the following lariguage ; 
“In the case of.a corporation (jther than-a small-business. investnient 
association as defined in the Small Business Act of 1958,.as aménded).” 

(2) By adding at the end thereof the’following new subsection; 

“(@) SMALL-BUSINESS INVESTMENT ASSOCIATION.—In* the case of a small- 
business in'vestment association; there shall be allowed as a deduction an amount 
equal to 100 per centum of the amount received as dividends (other than 
dividends. described in paragraph (1) of section 244; relating to dividends. on 
preferred stock .of ‘a ‘public utility) ‘from a ‘domestic corporation which is 
subject to taxation under this chapter.” 

(d) Section 246 (b) (1). is amended by striking “243” wherever appearing 
and inserting in lieu theredf “243.(a) and (b)” 


TITLE IX—REPEAL OF SECTION 13b OF THE FEDERAL RESERVE 
ACT 


Sec. 901. Effeétive one year after the date of enactment-of this Act, section ' 


,18b of the Federal ReServe Act (12 U. 8S. C. 352a) is’ hereby repealed ; but such 


repeal shall not affeét the power ‘of ahy Federal. Resérve bank to carry out, or 
protect its interest under, any agreement’ theretofore made or transaction 
entered into in carrying on operations under that section. Within sixty days 
after the enactment of this.Act,’each Federal..Reserve, bank shall pay to the 
United States, the aggregate aniount which the Secretary of the Treasury has 
heretofore paid to such*bank uider the provisions of section 13b of the Federal 
Reserve Act; and such payment shall constituté a, full discharge of any obliga- 
tion or liability of the, Fedéral bank to’ the United States or to the Secretary of 
the Treasury arising out of*subsection (e) of said sectién 13b or out of any 
agreement ‘thereunder. The athounts repaid to the United States pursuant to 
this section and ‘any. remaining balance of the funds set aside in the’Treasury 
for payments under section 13b of the Federal Reserve ‘Act shall be covered 
into miscellaneous receipts. 


*(S. 3651, 85th Cong., 2d sess.] 


A BILL To make equity capital;and long-term credit moré readily available for small- 
business eoncerns, and for.othef purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, ' 
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TITLE I—SHORT TITLE, STATEMENT OF PURPOSE, AND 
DEFINITIONS 


SHORT TITLE 


Sec.'101. This Act, divided into titles and sections according to the following 
table of contents, may be cited as the “Small Business Investment Administration 


Act of 1958”. 
TABLE OF CONTENTS 


T1ITLE I—SHortT TITLE, STATEMENT OF POLICY, AND DEFINITIONS 


See: 101. Short title. 
Sec. 102. Statement of policy. 
Sec. 103: Definitions. 


TrtLe II—SMALL BUSINESS POLICY BOARD 


Sec. 201. Establishment of Board, 
Sec, 202. Functions of the Board. 


T1ITLE III—SMALL BUSINESS INVESTMENT ADMINISTRATION 


Sec. 301. ‘Organization of Small’Business Investment Administration, 
Sec. 302. Administrator, , - 

See. 303. Powers of Administrator. 

Sec. 304. Deposit of funds and civil-service contributions. 

Sec. 305. Provision, of funds. 

Sec. 306, Purposes of revolving fund. 


TITLE IV—SMALL BUSINESS INVESTMENT COMPANIES 


Sec. 401. Organization of small business investment companies. 
Sec. 402. Capital-stock provisions. 

Sec. 403. ‘Borrowing power. 3 

Sec. 404. Provision ¥ equity capital for small-business concerns. 
Sec. 405. Long-term loans; to, small-business concerns. 

Sec. 406. Aggregate limitations. . 

Sec. 407. ‘Exemptions. 

Sec. 408. Tax provisions. 

Sec. 409. Miscellaneous, 


TITLE V—GONVERSION OF STATE CHARTERED INVESTMENT COMPANIES 
TITLE VI—STATE AND LOCAL DEVELOPMENT COMPANIES 
TITLE VII—CHANGES IN FEDERAL RESERVE AUTHORITY 


Set. 701. ‘Repeal of section 13b of Federal Reserve Act. 
Sec. 702. Return of funds to Treaspry. 
Sec, 703. Authority to sell assets to small business investment companies. 


TiTLE VIII—CRIMINAL PENALTIES 
" STATEMENT OF POLICY 


': Sec. 102. It is declared to be the policy of the Congress and the purpose of this 

Act to improve and. stimulate the national economy in general and the small- 
business segment thereof in particular by establishing a program to stimulate 

and supplement the flow of private equity capital and long-term loan funds. which 
small-business concerns heed for the sound financing of their business operations 
and for their growth, expansion, ahd modernization. 


DEFINITIONS 


Sec. 103. (ay As used in this Act— 

(1) the,term “Board” means the Small Busjness Policy Board established 
by section 201 ; 

(2) the, term ‘‘Administration” means’ the Small Business Investinent 
Administration established by section 301; 

(3) the term “Administrator” means the Administrator of: the. Small 
Business Investment Administration as provided in section 302; 

' (4) the term, “company” means a small business ‘investment, company 
organized as provided in title IV:; 

(5) the'term “United: States” means the.several States, the Territories of 
Alaska and Hawaii;..the’ District. of Columbia, and the. Commonwealth of 
Puerto Rito; 

(6) the term “small-businéss ‘concern” means, a business concern, in- 
corporated or unincorporated, which’ is not dominant in a well-established 
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; industry or line of business, and which meets the more detailéd standards 
i and criteria prescribed by the Board under section 202 (c). 
| (7) the term “investment companies” means. investment: companies as . 
. defined in section 3 of the Investment Company Act of 1940 w hich are subject ‘ 

. to the provisions of that Act; and t 
ing (8) the term “State and local developnient companies” méans enterprises ’ 
ion incorporated under State law with the authority to promote and assist the, 
growth and development of small business concerns in the areas covered 
by their operations. 


i 


TITLE JI—SMALL BUSINESS POLICY BOARD | 
ESTABLISHMENT OF BOARD 


Sec. 201. There is hereby created the Small Business Policy Board, which shall . 4 
s ' eonsist of the following members, all ex officio: The Secretary of the’Treasury, , * 
f the Secretary of Commerce, the Administrator of the Small Business Admin- 

s istration, and the Administrator of the Small Business Investnient Administra- 
’ tion. ‘The President shall rotate the chairmianship of:the Board once éacli 
year between the Small Business Administrator and the Small ,Business In- 
vestment Administrator. Either of the said Secretariés may designate an officer 
of his Department, who has been appointed: by the President by and» with the 
‘advice and consent of the Senate, to act in his stead ‘as a member of the Board 

with respect'to any matter or matters. 


FUNCTIONS OF THE BOARD 


Sec. 202. (a) The Board shall establish general policies (particularly with , 
reference to the public interest involyed) governing the approval and disapproval 
of applications for financial assistance by. the Small Business Adniinistration 
and the Small Business Investment Administration. 
(b) The Board shall coordinate the activities of the Small Business Admin- 
‘istration and the Small Business Investment Administration, and shall co- 
' ordinate their activities with other activities and policies of the Government. 
(c) As soon as practicable after the date of the enactment of this Act, the 
‘Board shall prescribe detailed standards ‘and criteria for the definition jor 
definitions of the term “small-business concern,” ‘as used in this Act and in the 
Small Business Act of 1953, as amended, which standards and criteria may be 
based upon, but shall not be limited, to, such things. as number of emplofees, | 
assets, volume of ‘sales, ahd other factors related to the coricern’s relative posi- 
tion in its industry or.line of business. 
(d) The Board shall promulgate standards to determiné the eligibility of small-; 
‘ business concerns for the assistance provided by this Act and by the Small 
Business Act of, 1953, as amended. In promulgating such standards, which 
his :; may differ according to the type of: assistance involved and any other relevant 
all- factors, the Board shall give consideration to— 
ate (1) the need .t6 promote the, development and growth of small- business 
am concerns so.as to enable them to make their maximum contribution to pro-'— , 
“an ductive investment and employment and to the economic stability and oO" 
' of the Nation ; ' 
(2) the need to make capital for such concerns more readily available in 
adequate amounts and on reasonable terms; 
(3) the need'to facilitate maximum participation of private financial : : 
institutions and investors in financing these concerns ; and 
} (4): the need to supplement the existing facilities of banks and other’ 
private financial institutions through the program of assistance provided 
ent ‘ under this Act. h 
(e) Section 203 of: the Small Business Act of 1953, as amended, is hereby 
Yall’: ‘ amended to read as follows* ; 
“for the purposes of this title, a small-business concern’ meahs a business 
iny , »" ,. eoncern,:, incorporated or unincorporated, Which is' not dominant in a well- 
7 established industry or line of business, and which meets the more. detailed 
sof: | ad "standards and criteria prescribed by'the Small Business Policy. Board established 
of : by the Sniall Businéss Investment Administration Act of 1958.” 
me. (f) Seevtion 204.(d) of the Small Business Act of 1953, as amended; is hereby 
in- : Fepealed. 
hed |: 


hed 
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TITLE III—SMALL BUSINESS INVESTMENT ADMINISTRATION 
' ORGANIZATION OF SMALL, BUSINESS INVESTMENT ADMINISTRATION 


Sec. 301: There is hereby created an independent agency of the United States 
Government to’be known as the Small Business Investment Administration. ‘The. 


_ principal office of the, Administ'ration shall be located in the District of Columbia, 
* but the Administration may ‘establish such branch and regional offices in ‘the 


United States’ as may be determined by the Administrator. 


' 


‘ADMINISTRATOR 


SEc. “302. The management of the Administration shall be vested in an 
Administrator:appointed by the President -by and with the advice and consent 
of the Senate.’ The Administrator shall receive: compensation at the rate of 
$20,000, per. anhurh. ' In ‘addition to receiving such compensation; the, Adminis- 
trator; shall be reimbuxgsed for necessary ‘traveling and subsistence expenses, or 
paid a per diem allowance”in lieu thereof within the limits prescribed by law, 
while away from his official station upon oficial business. 


POWERS OF ADMINISTRATOR 


Src. 308. (a) The Administrator shall have power to adopt, alter, and use a 
seal) which shall be judicially noticed. The Administrator is authorized, subject 
to the civil-service and classifitation ‘laws, to select, employ,-appoint, and fix the 
compensation of stich’ officers, ermployees, attorneys, and agents as shall be 
necessary to carry out the pravisions of this Act, to define their authority and 
duties, to provide bonds for them in such amounts as the Administrator shall 
determine, and, to ‘pay ,the costs of- qualification of certain of them as notaries 
public.. The Administration; with the consent of any board, commission, inde- 
pendent agency (particularly the Small Business Administration), or executive 
department of the Goyernment, may avail itself on a reimbursable basis of the 
use of information,’services, facilities, including any field service thereof, officers, 
and employees thereof, in carrying out the provisions of this title. Subject to 
the standards and procedures nnder section 505 of the Classification Act of 
1949, as amended, not to exceed fifteen positions in the Small Business Investment 
Administration may be plated in grades 16, 17, and 18 of the General Schedule 
established by that Act, and any such, positions shall be additional to the 
number ‘authorized by such section. 

(b) In the performance of, and with respect to, the functions, powers, and 
duties vested ip him by this title, the Administrator may— 

(1)"sue*and be: sued in any court of record of a State having general 
jurisdiction, or in any. United States district court, and jurisdiction is 
conferred upon such district court to determine such controversies without 
regard to the amount in controversy: Provided, That no attachment, 
injunction, garnishment, or other similar process, mesne, or final, shall 
be issued against the Administrator or his property ; 

(2) under regulatiotis prescribed by him, assign or sell at publie or 
private sale, or otherwise dispose of for cash or credit, in his: discretion 
and upon such terms:and conditions and for such consideration as the 
Administrator ‘shall determine to be reasonable, any evidence of debt, 
eontract, claim, personal. property, or security assigned to or held by him 
in: connection with 'the payment of loans granted under this Act, and to 
collect or comprothise all obligations assigned to or held by him and all 
legal or equitable rights ‘accruing to him in connection with the payment 
of ‘stich loans until,such time a& such obligations may be referred to the 
Attorney General for suit or collection ; 

(3) deal with,’ complete, renovate, improve, modernize, insure, or rent, 
or..sell for cash or credit upon such terms and conditions and for such 
consideration’ as the Admisistrator shall determine to be reasonable, any 
‘real. property conveyed tq or otherwise acquired by him in connection with 
the' payment of loans:granted under this Act; 

(4) pursue to final .collection, by way of compromise or otherwise, all 
claims against third parties assigned to the Administrator in connection 
with loans made by him. This shall include authority to obtain deficiency 
judgments or. otherwise in the case of mortgages assigned to the Adminis- 
trator. Section'3709 of the Revised Statutes, as am-nded (41. U. S. GC. 5), 
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t shall not be construed:to apply to any contract of hazard insurance,er to 


w' ‘any purchase or contract for services or supplieS on account of. property 


,  Obtainéd by the Administrator as a result of loans made under this Act if 
. the premium therefor or the amount: thereof does not exceed, $1,000. The 
power to convey and to execute in the name of the Administrator deeds 
of conveyance, deeds of release,’ assignnients and satisfactions of mort- 
gages, and any other written instrument rélating’ to real property 6r 
any interest therein acquired by the Administrator pursuant to the provi- 
sions of this Act may be exercised by the Administrator or by any. officer 
or: agent appointed bY him without the execution of any express, delega- 
tiou of power or power of attorney. Nothing in, this section shall be con- 
strued to prevent the Administrator from. delegating such power by order 
or’ by’ pdéwer of attorney, in his discretion, to, any officer of agent he may 
appoint ; ; 

(5), acquire, in’ any lawful manner, any, property’ (real, personal; or 
mixed, tangible or intangible), whenever deemed necessary or appropriate 
to the conduct of the activities authorized, in this Act; 

(6),make such rules and regulations as he deems ‘necessary to carry 
out the authority vested in him by or pursuant to this title: and 

(7) in’ addition to -any’ powers, functions, privileges, and, immunities 
otherwise vested in him, take Any and all actions, including’ the procure- 
ment of the’ services of attorneys ‘by contract, determined by him to be 
necessary or desirable in making, servicing, compromising; modifying, liqui- 
dating, or otherwise dealing with or realizing on loans made under the pro- 
visions of this Act: Proviied, That no attorneys’, services shall be proctred 
by contract in any office where an attorney or attorneys are or can be 
economically employed full time to render such services, 


(c) To-such extent as he finds necessary to. carry out the proyisions of this 
Act, the Administrator is hereby authorized to procure the-temporary, (not, in 
excess of Six months) service of experts or cohsultants or organizations’ theréof, 
including stenographic reporting services, by .contract or appointment, and in 
such cases such services shall be without regard to the civil-serVice and ¢las- 
sification laws, and, except in the case of stenographic reporting services by 
organizations, without regard to section 3709, Revised Statutes,.as amended 
(41 U. S. C. 5). Any individual so employed may be compensated-at.a rate 
not in excess of $50 per diem, and while, such individual is away from ‘his 
home or regular: place of business, he may be allowed transporttaion and ‘not 
to exceed $15 per diem in lieu of subsistence and other expenses. 


DEPOSIT OF FUNDS AND CIVIL SERVICE CONTRIBUTIONS 


Sec. 304., (a) All moneys of the Administration not otherwise employed may 
be deposited with the Treasurer of the United States subject: to check by au- 
thority of the Administration. The Federal Reserve:banks are authorized: and 
directed to act as depositaries, custodians, and. fiscal agents for the Adminis- 
tration in the general performance of its powers conferred by this title. Any 
banks insured by’the Federal Deposit: Insurance Corporation, when designated 
by the Secretary of the Treasury, shall act as custédians and financial agents 
for the Administration. Each Fedéra} Reserve Bank, when designated by the 
the Administrator as fiscal agent for the Administration, shall be entitled to be 
reimbursed for all expenses incurred as ‘such fiscal agent. 

(b) The Administration shall contribute to the ciVil-service rétirement and 
disability fund, on the basis of annual billings as determined by the Civil Serv- 
ice Commission, for the Government’s share of the’ cost.of the civil-service re- 
tirement system applicable to the employees engaged in carrying out the func- 
tions of this Act. The Administration shall also contribute to the employees’ 
compensation fund, on the basis of annual billings as determined ,by the Secre- 
tary of Labor, for the benefit payments made from such fund on account of 
employees engaged in carrying out the functions: financed by such revolying 
fund. The annual billings shall also include a statement of the fair portion of 
the cost of the administration of the respective funds, which .shall be, paid by 
the Administration into the Treasury as miscellaneous, receipts: 


PROVISIONS OF FUNDS 


Sec. 305. (a) In order to finance activities as provided in section 306, the 
Administration is authorized and empowered to issue to'the Secretary of the 
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Treasury notes and other obligations in an amount not exceeding $250,000,000 
outstanding at any one time: Provided, That the total amount of such obliga- 
tions which may'be Outstanding during the first year after enactment shall not 
exceed $50,000,000, and during the second year after enactment shall not exceed 
$150,000,000. , "Such ‘dbligations shall be in such forms and denominations have 
such maturities, and ‘be subject to such terms and conditions as may be pre- 
scribed by the Administration, with the approval of the Secretary of the Treas- 
ury! Such notes or other obligations shall bear interest at a rate determined 
by the) Secretary of the Treasury which shall not be more than the current 
averagé yields on outstanding: marketable obligations of the United States of 
comparable maturities as of the last day of the month preceding the issuance 
of such ‘notes orother obligations. .The Secretary of the Treasury is author- 
ized and directed: to purchase any: notes and other obligations of the Adminis- 
tration issued hereunder and for such purpose the Secretary of the Treasury 
is: authdrized to use as a public debt transaction the proceeds from the sale of 
any securities issted under the Second Liberty Bond Act, as amended, .and. the 
ptrrposes for which securities may be, issued under such Act, as amended, are 
extended to include any purchases of such notes and obligations. ‘The Secretary 
of the Treasury iiay, at atjy time sell any of the notes or other obligations ac- 
quired by. him: under this section. All redemptions, purchases, and sales by the 
Secretary of the Tréasury of such notes or other obligations shall be treated as 
public debt transattions of the United States. 

(b) . Funds: borrowed. under. this section and any proceeds shall constitute a 
revolving fund which thay ‘be used by. the Administration in the exercise of its 


_ functions under this Act. 


(¢): There are hereby authorized to. be appropriated such sums. as may be 
necessiiry and appropriate for the administrative expenses of the Administration. 


PURPOSES OF REVOLVING FUND 


Sec. 306, The Administration is authorized to use its revolving fund— 
'(1) to ‘invest in small business investment companies as provided in 
section 404 ; be 
(2) ‘to make logns to small business investment companies as provided 
in settion 405 ; and 
(3) to make loans to State and local development companies as provided 
in section 601. 


: TITLE IV-—SMALL BUSINESS INVESTMENT COMPANIES 
! ORGANIZATION OF, SMALL BUSINESS INVESTMENT COMPANIES 


Sec. 401 (a) Small business investment companies may be formed for the 
purpose of Operating ‘under this Act by any number of persons not less than five, 
who shall subscribe to the articles of incorporation of any such company. 

(b) The articles:of incorporation of any small-business investment company 
shall specify in general terms the objects for which the company is formed, the 
name assumed by such company, the,area or areas where its operations are to be 
carried on, the place where its principal office is to be located, and the amount and 
classes' of its shares of capital-stock; and the articles may contain any other 
provisions not inconsistent with this .Act that the company may see fit to adopt 
for the’ regulation of its: busitiess and. the conduct of its affairs.. Such articles 
and any amendments thereto adopted from time to time shall be subject to the 
approval of the Administration. 

(c) The articles of incorporation and amendments thereto shall be forwarded 
to the’ Administration for consideration and approval or disapproval. In de- 
termining whether to ,approve the establishment of such a company and its 
proposed articles of incorporation, the Administration shall give due regard, 
among other things, to the need for the financing of small-business concerns in 
the area in which the propdsed company is to commence business, the general 
character of the proposed minagement of the company, the number of such 
companies previously organized in the United States, and the volume of. their 
operations. After consideratoin of all relevant factors, the Administration may 
in its discretion’ approve the: articles of incorporation and-issue a permit to 
begin business. 5 ee 

(d) Upon issuance of suth permit, the company shall become and be a body 
corporate, and as such; and ‘in the name designated in its articles, shall have 
power-— ' 
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(1) to adopt and use a corporate seal ; 

(2). to have succession for a period. of thirty years, unless extended as 
provided in section 409 (f), or uhless sooner dissolved by the act of the 
shareholders owning two-thirds of the stock or by an Act of Congress, or 
unless its franchise becomes forfeited by some violation of law or regulation 
issued hereunder ; 

(3) to make contracts ; 

(4) ‘to sue and be sued, complain, and defend in any, court of law or equity ; 

(5) by its board of directors; to appoint such officérs and employees as 
may be deemed proper, define their authority and duties, fix their compehsa- 
tion, require bonds of'such of them as it deems advisable and fix the penalty 
thereof, dismiss such officers or employees, or any thereof, at, pleasure, and 
appoint others to fill their places ; 

(6) ‘to adopt bylaws regulating the manner in which its stock shall tie 
transferred,. its. officers and employees appointed, ‘its property ‘transferred, 
and the privileges. granted to it by law exercised and énjoyed ; 

(7) ‘to establish branch offices, or agencies’ subject to the approval of the 
Administration ; 

(8) to acquire; held, operate, and dispose of any property (real, personal, 
or nixed) whenever necessary or appropriate to the, carrying out of its lawful 
functions; 

(9) “to act as depository or fiscal agent of the United States when so 
designated by the Secretary of the Treasury ; 

(10) to operate in such area or areas ‘as may be specified in its articles 
of incorporation and approved by the Administration ; and 

(11) to exercise the other powers set forth in this Act and such incidental 
powers aS may be reasonably necessary to'carry dn, the business for which 
the company is established. 

(e) ‘The board of directors of each small-business investment company shall 
consist of'nine members, all of whom shall be elected annually by the holders of 
the shares of stock of the company. 


CAPITAL-STOCK PROVISIONS 


Sec. 402. (a) Each company organized under this» Act’ shall have .a paid-in 
capital’ and secniias equal to at least $500,000 before it shalt commence business. 
In order to facilitate the formation of small-business investment: coitrpanies, 
the Administration is hereby authorized, notwithstanding any other provisions of 
law, to invest in the shares of ‘stock of such companies in an amount equal to 
not more than $250,000. 

(b) The shares of stock in any small-business inyestment company shall be 
eligible for purchase by member banks of the Federal Reserve System, nonmember 
insured banks, financial institutions, insurance. companies, corporations, partner-, 


Ships, or other persons. «In. no event shall any member bank of the Federal , 
—— System or any honmember insured bank hold such shares in‘ small 
U 


yusiness investment companies in an amount aiggr regating more than 1 percent of 
the capital and surplus of such bank. Upon application of any such. eligible 


‘purchaser, the Administration shall sell to.such purchaser all or a portion of such 


shares it may hold in a company. 

(c) The aggregate amount of shares in any sich company or companies which 
may be owned or controlled. by any stockholder, or by any group or class of 
stockholders, may be limited by the Adininistration. 


BORROWING POWER 


Sec.’ 403. (a) Each small-business investment company shall have authority 
to borrow money. and to issue'its debenture bonds, promissory notes, or other 
obligations under such géneral conditions and* subject to such limitations and 
regulations as:‘the Administration may prescribe. 

(b)* To ,encourage the formation , and growth of small-business investment 
companies, the Administration’ is authorized ' to lend funds to such ‘companies 
through the purchase of their ‘obligations which shall bear interest, at.a rate, 
and contain such other terms,:as the:Administration may fix. ‘The total amount 
of obligations purchased and outstanding ‘at*any,one time by the Administration 
in any one company shall not exceed 50 percent of the paid-in capital and Surplus 
of such company. 
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i) «© « PROVISION OF EQUITY, CAPITAL FOR SMALL-BUSINESS CONCERNS 


Sec. 404. (a) It shall be a’ primary function of each small-business investment 
company to provide a ‘source of needed equity capital for small-business concerns 
which meet the standards of eligibility promulgated by the Board under section 
202,. in the manner and subject ot the conditions described in this section. 

(b): Capital sha]l be provided by ‘a company to a small-business concern only 
thréugh the purchase of debenture bonds (of such concern) which shall— 


(1) bear intérest at such rate, and contain such.other terms, as the com- 
pany may fix with the approval of the Administration ; 

(2) be callable'on any interest payment date, upon three months’ notice, 
‘at pdr plus acertied interest’; and 
_ (8) be convértible on ‘amy interest payment date prior to maturity (unless 
previously called) ,:at the, option of the company, into stock of such concern 
‘at the sound book value Of such stock determined at the time of the issuance 
of the debenture bonds. + 


(¢) Before any capital is provided to’a small-business concern under this 
section— 


_ (1) the company may requiré such concern to refinance any or all of its 
outstanding indebtedness so that the company is the only holder of any 
evidence of indebtediess of such concern ; and 
(2) except as provided’ in regulations issued by the Administration, such 
* concérn shall agree that it will not thereafter incur any indebtedness without 
first securing the approval of the company and giving the company the first 
opportunity to finance such indebtedness. 


(d) Whenever a Company provides capital to a small-business concern under 
this) section, such concern shall be required to become.a stockholder-proprietor 
of the company ‘by investing in the capital stock of the company in an amount 
equal to not less than 2 percent nor more than.5 percent of the amount of the 
capital so provided, as prescribed by the Administration. 


i ‘LONG-TERM LOANS TO SMALL-BUSINESS CONCERNS 


Set. 405 (a) Each company is authorized to make loans, in the manner and 
subject to the conditions described in this section, to incorporated and unincor- 
porated small-business concerns which meet the standards of eligibility promul- 
gatéd by the Board under section 202 in order to provide such concerns with 
funds needed’ for sound finanving, growth, modernization, and expansion. 

(b) Loans made under this section may be made directly, or. in cooperation 
with, other lending instittitions through agreements to participate.on an immedi- 
ate or deférred basis. 

(c) Thé maximum rate of interest for the company’s share of any loan made 
undér this section shall berdetermined by the Administration. 

(d) Loans made tinder, this' section shall have a maturity not exceeding thirty 
years. : 

(e). All'loans made under this section shall be of such sound value, or so 
secured, as reasonably. to assure repayment. 

(f.) Any'company which has made a loan to a small-business concern undér 
this, section is authorized to"extend the maturity of or renew such loan for 
additional, periods not exceeding'ten years if the company finds that such exten- 
sion or renewal will aid in the orderly liquidation of such loan. 


AGGREGATE LIMITATIONS 


Sec. 406; Without the appréval .of:the Administration,. the aggregate amount 
of obligations and securities acquired and for which commitments may be issued 
by any sthall business investment company under the provisions of this Act for 
any Single enterprise shall not exceed 3314 ‘percent of the combined capital and 
surplus of'such sma]l business investment company authorized by this Act. 


EXEMPTIONS 


Spe, 407.’ (a) Section 3,of the Securities Act of 1933, as amended (15 U.S. C. 
77C), is hereby amended, by inserting at the end thereof the following new 
subsection (¢c): 
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“(c) The, Commission may.from time to time by its rules and .regulations, 
and subject to such terms and conditions,as may'be prescribed therein, add to the 
securities exempted as provided in this section any class of securities issued 
by a small business investment company under the Small Businéss Investment : 
Administration Act of 1958 if it finds; having regard to the purposes of that Act, 
that the enforcement of this Act with respect to such securities is not necessary. | 
in the public interest, and for the protection of investors.” 

(b). Section 304 of the Trust Indenture Act of 1939 (15 U. S. C. 77 ddd),,is 
hereby amended by adding the following subsection (e) : 

“(e) The Commission may from. time to, time by its -rules and, regulations, 
and subject.'to suchitérms and conditions as may be prescribed herein, add to 
the securities exempted as provided ih this section any class of securities issued 
by .a small business investment company under the Small Business Investment 
Administration Act of 1958 if it finds, having'regard, to, the purposes of that 
Act, that the enforcement of this Act with. respect to. such securities,is not 
necessary in the public interest and for the protection of investors.” 


TAX PROVISIONS 


Sec. 408. (a) Section 165 .of the’ Internal Revenue Code of, 1954, (relating fo 


deduction for losses) is amended by adding at the end of subsection (h). the 


following new paragraphs: 


“(3) For special rule for losses on stock in a small business investment com- 
pany, see section 1242. 

*“*(4) ‘For special rule for losses of a small business itivestment company, ‘see 
section 1243.” 


(b) Subchapter (P) of the Internal Revenue Code of 1954 is amended ‘by 
adding at the end thereof the following néw sections: 


“SEC. 1242. LOSSES ON SMALL BUSINESS INVESTMENT COMPANY STOCK. 


In the case of a taxpayer if— 

*(1) A loss ison stock in. a: small business investment company, as 
organized under title IV of the.Small Business Investment Administration 
Act of 1958, and 

“(2) Such loss would. (but for this section) be treated as a loss’ from 
the sale or exchange of a capital asset, 

then such loss Shall be ‘treated as a loss from the sale or exchange of. an asset 
which is not a capital asset. 


“SEC, 1243. LOSS OF SMALL BUSINESS INVESTMENT COMPANY. 


“In the case of a small business investment company, if— 

“(1) A loss is on convertible debentures (including stock received .pur- 
suant to the conversion privilege) acquired pursuant to section 404 of the 
Small Business Investment Administration Act of 1958, and 

“(2) Such loss would (but for this section) be treatied as a loss from the 
sale or exchange of a capital asset, 

then such‘ loss. shall be tre: ited as a loss from the sale or exchange of an asset 
which is not a capital asset.” 

(c) Section 243 of the Internal Revenue Code of 1954 (relating to dividends 
received by corporations) is amended as follows: 

(1) by striking from Subsection (a) the following language “In the case 
of a corporation” and inserting in-lieu theréof the following language “In 
the case ofa. corporation (other than, a small business investment company 
as defined in the Small Business Investment Administration Act of 1958).” 

(2) By adding at the end thereof the following new subsection : 
“(ec) SMALL BUSINESS INVESTMENT CoMPANY.—lIn the case, of a small business 
investment compatiy, there shall be allowed as a deduction an amount equal 
to 100 percent‘of the amount received as dividends (other than dividends described 


. in paragraph (1) of section 244, relating to dividends on preferred stock of a 


public utility): from a domestic corporation which. is. subject to taxation under 
this chapter.” 

‘(d) Section 246 (b) (1) is:amended by striking “243” wherever appearing and 
inserting in lieu thereof “243:(a) and (b)”. 


MISCELLANEOUS 


Sec. 409. (a) Wherever practicable the operations of a small business invest- 
ment company, including the generation of business, INmay be undertaken in 
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cooperation with banks ot other financial institutions, and any servicing or initial 
investigation required for loans'or acquisitions of securities by the company 
under the provsions of this Act may be handled through such banks or other 
financial institutions on a fee:basis. Any small business investment. company 
may ‘receive fees for services rendered to such banks or other financial 
instibutions. 

b)' Each small business investment company may make -use, wherever prac- 
ticable, of the advisory services, of the Federal Reserve System and of the 
Department of Commerce which are. available for and -useful to industrial and 
commercial’ businesses, and | may provide consulting and advisory services on a 
fee basis and have on its jstaff persons competent’ to provide such services. 
Federal Reserve banks,are authbrized to act as a depository or fiscal agent for any 
company organized tnder this Act. Such companies may invest funds not 
reasonably’ needed for their current operations in- direct obligations of, or 
obligations guaranteed, as to principal .and ‘interest by the United States. 

(ce) iD e' Administration is authorized to preseribe regulations gov erning the 
operations of small, business investment companies and to carry out the provisions 
of this Act in accordance with the purposes of this Act. Each small business 
investment company'shall' be subject to examinations made by direction of the 
Adininistration by examiners selected or approved by the Administration, and 
the: cost of such exathinations, including the: compensation of. the examiners, 
may in. the discretion of the Adithinistration be assessed against the. company 
examined ahd when so assessed; shall be ‘paid by such company. Every such 
company shall make such ‘reports to the Administration at such. times and in 
such form as the Administration may require. 

(ad) Should any small business investment company violate or:fail to comply 
with any of ‘the provisions of this.Act or of regulations prescribed hereunder, all 
of its rights, privilegés, and franchises derived herefrom may thereby be for- 
feited,, Before any such company shall -be declared dissolved, or its rights, 

‘ privileges, and franchises forfeited, any noncompliance with or violation of this 

Act shall, however, be determined and ‘adjudged by a court of the United States 
of competent jurisdiction.in a‘ suit brought for that purpose in the district, 
territory, or other place subject to the jurisdiction of the United States, in 
which'the principal office of such company is located, which suit shall be brought 
by the United States at ‘the instance of the Administration or the Attorney 
General. 

(e) ‘Whehever in the’ judgment of the Administration any person has engaged 
' or is about to engage in any ac ts or practices which constitute.or will constitute 
a violation of any. provision of this Act or of any regulation thereunder, the 

Administration may make application to the proper district court of the U nited 
" $tates, or the United States courts of any Territory or other place subject to the 
jurisdiction of the United States, for an order enjoining such acts or practices, 
or for an order enforcing compliance with such provision, and such courts shall 
have jurisdiction of such actions and upon a,showing by the Administration that 
such person has engaged or is about to. engage in any such acts or practices a 
permanent or. temporary injunction, restraining order, or other order, shall be 
granted without. bond: 

(f).Any small business ' investment company may at any time within the 

two years next previous to the date of the expiration of its corporate existence, 
'. by a vote of the shareholders owning two-thirds of its stock, apply. to the Admin- 

istration for, approval ‘to extend the period of its corporate existence for a term 
of not more ‘than thirty years, and upon approval ofthe. Administration as pro- 
vided, in section 401. hereof such company shall have its ‘corporate. existence 
extended for such ‘period ynless,sooner dissolved by the act of the shareholders 
owning ‘two- thirds of its stock, or, by. an Act of Congress or unless its franchise 
becomes forfeited as herein prov ided. 

(g) Nothing in this,Act or ih any other provision of law: shall be deemed 
‘to impose .any liability ‘onthe ‘United. States with respect to any obligations 
entere(l'into;'or stocks issuéd, or commitments made, by any company organized 
under this Act. 


TITLE: :V—CONVERSION OF STATE CHARTERED INVESTMENT 
COMPANIES 


Sro.+501. (a) Any inv eatinent company may, by the vote of the shareholders 
‘owning not less than 51 percent of the capital stock of such corporation, with 
the approval of the Adininistration, be converted.into a small business investment 
company under. this Act. 
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(b) In such case the articles of association and organization certificate may 
be executed by a majority of the directors of the corporation, and the’ ¢ertificate 
shall declare that the owners of 51 percent of the capital stock have authorized the 
directors to make such certificate and to change ér convert the corporation into, 
a small business investment company. A majority of the directors, after exe- 
cuting the articles of association and, the organhization' certilicate, shall have 
power to execute all other papers and to do whatever may be required to make 
its organization perfect and complete as a small’ business investment company. 
The'shares. of any such company may continue to be for the same amount each 

as they were before the conversion, and the directors regardless of number, may 
continue to be directors of the corporation until the election of the board of 
directors is held in accordance with regulations of the Administration. 

(c) When. the Administration has given to such company a certificate that 
the provisions of this Act have been complied with, such company, and all its 
stockhelders, owners, and employees, sliall have the 'samé powers and privileges 
and shall be subject to the same duties, liabilities, and regulations, in all respects, 
as shall have been prescribed by this Act for companies originally organized, as 
small business investment companies. i 


TITLE’ VI—STATE AND LOCAL DEVELOPMENT COMPANIES 


Snc..601. (a) The Administration ‘is authorized to make loans to State and” 
local development companies provided that such funds be used only.to supply 
equity capital to small-business concerns in a manner which will assist in carrying 
out the purposes of this Act. -Ahy funds advanced unde? this subsection shall be 
in exchange for obligations of such institution, which bear’ interest at a- rate, 
and contain ‘such other terms'as the Administration may fix, and funds; may 
be so advanced without. regard ‘to thé use and investment by such institution of 
funds secured by it from other sources. 

(b), The total amount of obligations purchased and. outstanding at any one 
time by the Administration under. this section to any one State or local develop- 
ment company shall not exceed 50 percent of such institution’s paid‘in.capital 
and surplus. 


TITLE VII—CHANGES IN FEDERAL RESERVE AUTHORITY 
REPEAL OF SECTION 13B OF THE FEDERAL RESERVE ACT 


Sec. 701. Effective one year after 'the date of enactment of this Act, section 
13b of the Federal Reserve Act (12 U. 8S. C. 352a). is hereby repealed; but such 
repeal shall not affect the power of any Federal Reserve bank to carry out, or 
protect its interest under, any agreement theretofore made or transaction entered: 
into in carrying on operations under that section. 


RETURN OF FUNDS TO TREASURY 


Sec. 702. (a) Within sixty days after the enactment of this Act, each Federal 
Reserve bank shall, pay to the United States the aggregate amount which the 
Secretary of the Treasury has heretofore paid to such bank under the provi- 
sions of section -13b of the Federal Reserve Act; and such payment shall 
constitute a full ‘discharge of any obligation or liability of the Federal bank 
to the United States or to the Secretary of the Treastry arising ‘out of -sub- 
section (e) of said section 13b or.out of any Agreement thereunder. 

(b) The amounts repaid to the United States pursuant to section, 202, and 
any remaining .balance of the funds set aside in the-Treasury for. payments 
under. section 13b of the Federal Reserve Act shall be COV ered into mis¢ellaneous 
receipts. 

AUTHORITY TO. SELL’ ASSETS TO: SMALL BUSINESS 


INVESTMENT ‘COMPANIES 


Sec. 703. Any small business: investment company organized under this Act 
may purchase from any Federal Reserve bank, and any Federal Reserve bank 
is authorized to sell. to any such company, at such reasonable price'as may be 
agreed upon, any or. all of the assets heretofore or hereafter acquired by such 
Reserve bank under the previsions of seétion 13b of the Federal Reserve Act. 
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TITLE VIII—CRIMINAL PENALTIES 


Sec. 801. (a) The first paragraph of section 217 of title 18, United States 
Code, is amended by inserting after ‘farm credit examiner,” the following: 
“or of any small business investment company.” 

(b) Section 218 of such ‘title is amended by inserting after “National Agri- 


‘cultural Credit Corporations,” the following :,“or an examiner of small business 
-investment' companies,” 


Sec. 802.'{a) The first: paragraph of section 221 of such title is amended by 


' inserting after “United States,” the following: “or a small business investment 


company,”. | ' nt , 

(b) The! second paragraph of such’ section. 221 is amended by_ inserting 
after “Congress,” the following: “or any small business investment company,”. 

(c) The, heading of such section) 221 is amended by striking out “farm loan or 
land Bank” and inserting in lieu thereof “farm loan, land bank, or small 
business”. { 

: (d) The'table of séctions for ‘chapter 11 of. such. title 18 is amended by 
striking out “farm: loan or land bank” in the reference to section 221 and 
inserting in,lieu thereof “farm loan, land bank, or small business”. 

, Sec. 803.) Section 657 of such title is amended by -inserting ‘after “Federal 
Savings and’ Loan Instrance Cofporation,” the following: “or any small busi- 
ness investment compatiy,”’. 

Src.''804. Section 1006 -of such title is amended ‘by inserting after “Federal 
Savings and Loan Insurance Corporation,” the following: “‘or. any. small busi- 
ness investment company,”. \ 

Sec. 805. Section 1014 of such title is amended by inserting after “a Federal 
Reserve ‘batik,” the following: “or of a small business investment company,”. 


‘ 





SMALL BusINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
‘ Is Washington, D. C.,: April 21, 1958. 
Re 8. 3191, S. 2160, 8.'2286, S. 2185: 
Hon: J. W. FuLsrient, 
Chairman, ‘Committee on .Banking and Currency, 
. United States Senate, Washington,-D. 0. 

Dear SENATOR FULBRIGHT: Reference is made to your request for comments 
on the subject. bills. 

Attached. hereto, please find copy of my statement, (see p. 79) to be made 
before your ‘committee on April 22, 1958, in which my general views on the 


' subject bills’ are expressed in the light of S. 3643. I recommend. enactment 


of S. 3643 in preference to subject bills because it conforms. more closely to 
those principles set out in my statement which I believe should be embodied in 
any legislation designed to supply equity capital and long-term financing .to 


' small-business concerns. 





The Bureau of the Budget has advised me that legislation to authorize the 
Small Business Administration to make loans to. the development. credit groups 
und to small-business: investment associations is in accord with the President’s 
program. 

Sincérely yours, 
WENDELL B. Barnes, Administrator. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., April 18, 1958. 
Hon. J. W. Funsricut, 
Chairman, Committee on Banking and Currencu, 
United States Senate, Washington, D. C. 

DEAR SENATOR FuLsrignt: Thank you for your letter of April 11, 1958, re- 
questing my views on a committee print bill (S. 3651), to make equity capital 
and long-term credit more readily available for small-business concerns, and for 
other purposes. 

Since the hearings to be held by your committee will begin in less than 1 week, 
TI accept your suggestion and will cover the proposed bill in my testimony. 

Sincerely yours, 


WENDELL 'B. Barnes, Administrator. 
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COMPTROLLER GENERAL OF THE ‘UNITED Sram, 
Washington, April 22, 1958. 





ates ; . Hon., J. W. FULBRIGHT, 
ng : f Chairman, Committee on Banking and Currency, 
‘ gb United States Senate. . 

ate ; Deak Mr: CHAIRMAN: Your letters of April 3, 1958, ackriowledged ‘April 4, : 

? ; request reports on S. 3191 and 8. 2160. Our comments on a committee print dated 

l by ‘ April 11, 1958 (8. 3651 ), and entitled ‘e bill to make equity capital and long-term 

1ent * credit more readily available for small-business concerns, and for other, purposes ; 

' ; were also informally requested, by a member of the staff of the committee. 

Hing Both of these bills-and the committee print propose to make available to small- 

y,” , business concerns a source of equity and long-term loan capital, Hach of the 

2 Or pills ‘provides a different method to accomplish this purpose. We have no special 

nall information as to the need or desirability, of providing capital to smail‘business 
concerns nor as to the preferable method to accomplish that purpose. ‘These are 

by matters primarily for determination ‘by the Congress and ores on which we make 

and no recommendations. We do have some comments and suggestions, however, on 
certain sections, of each bill which you may want to consider. 

eral 8. S191: Y ; : De. : yoni si 

usi- Section 201 would establish a Small Business Capital Bank Board as. an <n- 
dependent agency ‘of the Government of the United, States. It therefore would 

eral be subject'to audit bythe General Accounting Office ‘under ‘the provisions of sec- 

usi- tion 117 of the Accounting and Auditing Act of 1950, Public Law (54, approved 
September 12,1950 (64 Stat. 832, 8837): We assume that this was intended,, but 

1 fe minerely want to point-it out to avoid any qtestion concerning it in ‘the future. 
“i Section 202 (e) authorizes the payment of the, nevessary travel, subsistence, and 
, ° ’ 


other expenses of members of the Board,-without regard to any other laws. relat- 
ing to allowances for ‘such expénses. Section 203 (b) authorizes payment’ to the 
Executive Director of the necessary traveling and subsistelice expenses, or a per ° 
diém allowdnce ,in lieu thereof within ‘the limitations prescribed by law, while 
away from his’ official Station upon official business. *We are not aware of the 
8. need for’such broad authority in section 202 (e) nor the reason for the’ incon- 
sistency of the-two provisions. 

Sectibn 205 (d) would authorize the Board to issue and have outstanding 
cbligations—not to exceed an aggregate amount of .$1,200 million at any one 
time—which sliall be sold only to private‘investors.. Neither the obligation nor 
the interest thereon would be guaranteed by the United States. or ¢onstitute a 


ents debt or ob'igation of the Uniited States. We believe that the financing of ‘govern- 
mental activities should be by appropriations.made by the Congress. Despite the 
lade fact that S. 3191 provides the bonds to be issued shall not be obligations’ of or 
the guaranteed by the United States, we. believe the investing public would regard 
nent them otherwise. As a practical matter they would bé moral and, equitable obli- 
y to gations of the United States because of their.issuance by an independent agency 
din of the Governnient of the United States. In our opinion the,exclusion of such. 
x .to borrowings by the Board would obscure the true financial facts of’ the Govern- , 
ment:s debt position. 
the Section 301 would require Federal. Reserve banks to furnish quarters and 
ups 4 facilities to small’ business capital banks without* cost. Since the, Féderal 
nt’s Reserve. banks are usually reimbursed for any services furnished Government 


agencies, we do not uhderstand why an exception is made for the small business 
capital banks. 
Section 307 would require the Board from,time to time to réquire that exam- 
inations and reports be made of the small business capital banks by thé General 
Accounting Office. The Board would thus have discretionary authority as to 
when and how often we would audit any of the banks’ operations. If-it is the 
desire of the Congress that we audit the operations of the banks, we strongly 
2 recommend that we be given the authority to determine when the audits shall 
: be made. The mere authority to audit at any time would constitute a strong 
deterrent to any loose practices or procedures in the banks. Such authority 
would permit the audits to be performed in a more orderly manner consistent 
with overall personnel requirements. 


io Also, the bill should provide that the andit be performed in accordan<e with 

vital such principles and procedures and under such rules and regulations as may 

| for be prescribed by the Comptroller General -of the. United States (see sec. 117 of 
the Accounting and Auditing Act of 1950, 64 Stat. 837). 

eek, Another provision should be ineluded in the bill providing that representatives 
of the General Accounting Office shall have access to all books, accounts, records, 

or. 
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etc., and property of the banks (see sec. 202 of the Government Corporation Con- 
trol Act, Public Law 248, 79th Cong., 59 Stat. 600). 

Section 502 (da) iwould provide that, without the approval of the Board, the 
aggregate amount of obligations and securities of any one small-business concern 
which may be acqyired and held by an association at any one time shall’ not 
exceed ‘$1 million or 33% percent of the combined eapital and surplus of the 
association,’ whichever is the larger. While this is a matter for determination 
by the Cohgress, the maximum amount, which can be loaned to any one small- 
business concern seems to be rather large. 


8.2160 — 


Section 106 would authorize each national investment company to make’ or 
acquire loins with or without security. Even if it is determined by the com- 
mittee ‘to be’ desirable not’ to require: security, there should be considered the 
inclusion of at least a requirement that the loans be: of such value as reasonably 
to assure repayment: ’ 

Committee print (8.3651) , . 

Section 302' would authorize payment to the’ Administrator of the proposed 
Small Business-Investment Administration of necessary traveling and subsistence 
expenses, ora per dieni allowance in lieu thereof within the limits prescribed 


. by law. We.know of no reason. why ‘the traveling and subsistence’ ,expenses 


should hot also be within the limits prescribed by law. 

Section 304 (b) would, in part, require.the Administration to contribute to 
the ciyil-Service retirement’ and disability fund for the Government’s share of 
the'cost of the civil-service retirement system applicable to its efployées... Since 
this would appear to be automatically required by section 4. of the Civil Service 


‘Retirement. Act of May 29, 1930, as amended by title IV of the.Federal Executive 


Pay Act of 1956, Public Law. 854, 84th Congress, Seventieth United States 


‘Statutes at,Large, page 747, we see no need for the provision in section 304 (b). 


Section 305 provides that the notes or other obligations of thie Administration 
shall bear interest at a rate determined by the Secretary of .the Treasury which 
shall-not .be more than the current averagé yields on outstanding marketable 
obligations of the United States of comparable maturities as of the last day of 


.the month preceding the issuance of such notes or other obligations. We believe 


that thé following provision .which is being applied in most, if not all, other 


Similar operations should be substituted ‘therefor: “shall bear interest at a rate 


determined by the Secretary of .the Treasury, taking: into consideration . the 
current average-market yields of outstanding marketable obligations of /the 


* United States having comparable maturities.” 


.Section 305 also’.provides that the Secretary of the.Treasury may obtain 
through. public debt transactions for purchasing any notes and other obligations 
of the Administration issued under-this section to the Secretary of the Treasury 
in an amount not exceeding $250 million outstanding. at any one time. ‘Authori- 
zations to ‘finance through public debt transactions result in moneys being 


, expended without the initial review by the, appropriations committees and are 
usually, stated in, terms of .a ‘continuing maximum amount of obligations to the 


Treasury which'can'be outstanding at any time, thus avoiding the annual reviews 
by the appropriation conimittees. _We believe that the financing of loan programs 
through public debt transactions, by.combining program authority with funding, 
tends to perpetuate programs that might not otherwise stand the test of continued 
congressional scrutiny. “For these reasons, we recommend that appropriations 
be authorized in the maximum amount determined necessary to finance the 
loan program in ‘lieu of, the public deht transactions authorized in line 14, page 
14, through line 5! pdge 15, of the‘ committee print. ' 

Subsection 305 ,(c) would. authorize appropriations for the administrative 
expenses of the Administration, ‘This appears to.contemplate that, while loans 
would be accounted for under the revolving fund established. in subsection (b), 
the administrative expenses would be accounted for under a separate appropria- 
tion. ‘It would be advantageous to acount for all of these operations including 
administrative expénses under the revolving fund ,with an annual limitation 
inclifded in annual appropriation acts on the amount.to be available for adminis: 
trative expenses. 

Section 306, which sets out the purposes for which loans from the revolving 
fund shall be made; makes no provision. for' the amount of interest to be charged 


‘onethe loans. ' Neither is there an indication whether the revolving fund should 


be.self-sustaining or possibly recover all costs incurred by the Administration. 
Section 404 (b) ,contains no requirement that the debenture bonds of small- 


business concerns purchased by the small business investment companies shalt 
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be of such sound value, or so secured, as reasonably to assure repayment simi- 
lar to the requirement for long-term loans in section 405 (e). We believe that 
this requirement should apply to both types of: loans. 

Section 406 would provide that without’the approval’of the Administration 
the aggregate amount of obligations and securities acquired and for which com- 
mitments may be issued by any Small-business investment company under this 
act. for any single enterprise shall not ‘exceed 3314 percent of the combined 
eapital and surplus of such small-business investment company. The minimum 
requirement of capital and surplus is $500,000. Under this’ provision, a small 
business investment company could loan all of its capital and surplus to only 
three small-business concerns, or with the approval,of the Administrator, to 
only one small-busifiess concern. We suggest that consideration be given to low- 
ering the percentage figure or at least to delete the: phrase “without the ap- 
proval of the Administration.” 

Sincerely yours, ' 
JOSEPH CAMPBELL, . 
Comptroller General of the United'Stdtes. 


SECURITIES AND EXCHANGE COMMISSION, 
April 18, 1958. 


Hon. J. W. FULBRIGHT, 
‘Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Deak SENATOR FULBRIGHT: Enelosed are 25 copies of a memorandum of com- 
ment on ‘the subject bills. ; 

The Bureau of the Budget advised that it has no objection to the submission 
of this memoratdum., 

Sincerely yours, 
Epw.arp N. Gapssy, Chairman. 


MEMORANDUM OF SECURITIES AND EXCHANGE COMMISSION ON S. 2160, 'S. 2185; 
S. .2286, anp 8S. 3191 


I. 8. 2160 


This -bill: would authorize (1) Federal incorporation of national investmént 
companies. by,,either,a Federal Reserve bank or not less than’ five individuals 
and (2) with the approval of, the Federal Reserve Board (‘Board’), the con- 
version of State development corporations into national investment companies , 

¢secs, 101 (a) and 102 (a))-. The articles:of incorporation of these companies 
and amendments thereto are subject to the approval of the Board (sec. 101 (b)'}, 
and a permit.is required from the Board (sec. 101 (c))., The national-invest- 
ment companies must have a minimum paid-in capital*and surplus of $5 million, 
and the Fedetal Reserve banks are. authorized to purchase stock ‘in-an amount 
sufficient to provide the minimum capital, with a view to ultimate disposal, by 
the bahnk.of the stock to private investors (séc.-103 (a)). -Shares.of these 
companies will be eligible for purchase by banks, financial institutions, corpora- 
tions, partnerships or other persons; and upon the demand, thee Federal Reserve 
bank shall ‘sell its share holdings to .any eligible, purchaser, if the Board 
approves (sec. 108 (b) ). ; 

The national investment companies will ‘be authorized to issue debt securities 
(see. 104). The.Board, with the advice of the Secretary of Commerce, will, 
promulgate standards to determine: eligibility of businesses to obtain capital 
from these: companies .(sec. 105)... The’ companies may’ buy debt or equity se- 
curities of. eligible enterprises and may resell these securities to.others (sec. 
106). The’ Board is authorized to prescribe regulations governing the opera- 
tions of these investment ‘companies, to examine them, and to require that they 
= reports (sec. 110 (e) ). 

. The bill in section 108 would amend the Securities Act of 1933 by adding - 
a ti paragraph ‘(¢) .to section 3 and also amend the.Trust Indenture Act of* 
1939 by adding a new paragraph (e) to section 304... The.amendments would 
authorize the Securities and Exchange Commission to exempt securities issued 
by na'tional investment companies froni these statutes by rule, and subject to 
terms and conditions, if the Commission finds, having regard for the purposes 
of the National Investment -Company Act, that the.enforcement of the Securi- 
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ties and Trust Indenture Acts is not- necessary in the public: interest and for the 
protection of investors. 

The Securities, Act has’ two basic objectives: (a) to provide investors, 
through registration, with material financial and other information concerning 

. Securities offered for sale, and (b)-to prevent fraud and miisrepresentation in 
the sale of securities generally whether or not required to be registered; the 
exemption provided in -the bill would be applicable only to the registration pro- 
visions of the Securities Act. The Trust Indenture Act, which is closely inte- 
grated with the Securities Act, requires, that bonds, notes, debentures, and sim- 
ilar sécurities publicly offered for sale be issued under an indenture which. meets 
the requirements of the act and has been duly qualified with the Commission. 

S. 2160 contemplates that the securities of national investment companies 
would be publicly offered, and the purpose of section 108 is to provide these 
offerings with an exemption from the Securities Act and the Trust Indenture 
Act. Since section 108. does not provide an..automatic exemption, it ‘evidently 
‘reflects an intent to strike a balance between maintenance of the disclosure 
policy embodied in. the securities acts and the desire to relieve national ‘invest- 
ment companies from complying with the requirements of those acts. The bill 
‘does not suggest any definitive standards to guide this Commission in the exer- 
cise of*the discretion granted it.* The only basis for an exemption would be 
the supervision of these companies undertaken.by the Federal Reserve Board, 
the extent of which is discretionary with the Board. » However, supervision of 
the operations of a company .does not foreclose. the need for disclosure of in- 

»formation to investors so that they’can make an informed judgment as to the 
investment merits of the security being offered them. 

.In addition, the bill contemplates resale by the national investment, companies 
of the securities they acquire from business enterprises. -Section 108 would 
appear to have no application to such disposition. Such. resales may require 
registration under the Securities Act because the national investment companies 
may in‘effect be acting as.underwriters for the issuers of securities: 

The need for the disclosure requireiments and protective features of the securi- 
ties laws.is accentuated because the issuance of debt securities is contemplated. 
The bill would encompass small business concerns which cannot raise debt capital 
through conventional means, and under the bill they could be.permitted to engage 
in debt financing through the national investment companies and not be required 
to use equity financing. Companies which are engaged in speculative enterprises 
ought not to be burdened by way of debt financing. ‘Such companies are not in 
a position to assure payment of. these obligations from earnings. Default may 
be a very real possibility.: In view of these circumstances, it ‘would appear. that 
equity financing is the more appropriate vehicle for financing such companies. 
In any event, in the face of these conditions, it would appear imperative that 
investors who are offered. the debt securities of the national investment com- 
panies, or the debt securities of the small business concerns redistributed through 
such companies, should be. provided with sufficient disclosure to be informed of 
the speculative character of the investment being offered. 

2. Since national investment ‘companies would buy securities of small business 
concerns’ and would have authority under the bill to sell these securities, any 
such company both buying and selling securities may be encompassed by the defi- 
nition of “dealer” in section 3 (a). (5) of the Securities Exchange Act of 1934. 
That statute, inter alia, provides for the registration and regulation of brokers 
and dealers. 

3. The national investment companies contempl: ited by this bill appear to fall 
within the definition of “investment company” in section 3 of the Investment 
Company -Act of 1940 and hence would be required to register under that act 
in the absence of an exception under section 3 (b) and (¢) or an exemption 
under section 6. 

While as pointed out above, certain regulatory authority is granted the 
Board, the extent to which it would actually supervise and regulate the affairs 
of the national investment companies is apparently a matter of discretion with 
the. Board. The Investment Company ‘Act, among other things, requires dis- 
elosure of the financial and investment policies.of investment companies, reg- 
ulates the issuance of senior securities by requiring certain asset coverages, 


1 Sec. 6 (c) of the act anthorizes the Commission to grant exemptions from the act where 

“such exemption is necessary or appropriate in tlre publie interest and consistent with the 
protec tion of investors and the purposes fairly intended. by the policy and provisions of 
this title. 
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regulates the means’ of custody of assets, and prohibits transactions between 
such companies and their officers,,directors and affiliates except with the approval 
of the Commission. Although there are no provisions in the bill which conflict 
with the Investment Company Act, an overlap: between the jurisdiction of this 
agency and the Board may result. For example, this may occur in the area of 
reports by the companies. Similarly, section 104 of the bill authorizes the Board 
to prescribe limitations and regulations with respect to the issuance of debt 
securities by the companies. Section 18 of the Investment Company Act requires 
that the total assets of ‘an investment company be not-less than 300 percent of 
the amount of the senior debt. securities issued by an investment company upon 
such issuance. .-Since national investment companies will be subject to the 
Investment Company Act, as is presumably intended because no, exemption is 


'. provided for, the question arises:as to how to meet the problem of overlapping 


jurisdi¢tion. It is suggested that this can’ be,overcéme by conferring upon the 
Board those areas of regulation not now vested in-the Commission. Thus, for 
example, the Board could be authorized, as the present bill does, to grant permits 
to such companies and to prescribe standards of eligibility for loans, On the 
other hand, the Commission would, under ‘the Investment Company Act, regulate 
the reports of these companies. Although much more. limited in its scope, a 
precedent for such cooperative regulation is émbodied in-the Securities Exchange 
Act of 1934, which provides that the Board shall prescribe regulations with 
respect to margin requirements, but the responsibility for’ enforcement is upon 
this Commission. 

II. S. 2185 


This bill would amend section 207 of the Small Business Act of -1953 to au- 
thorize the Small Business Administration to make loans to. local private 
nonprofit organizations formed to. assist, develop, and expand the economy of 
the area. > 

The’ bill appears to have no affect on matters. within:the jurisdiction of the 
Commission, and accordingly, we have no comments With respect thereto. 


III. S.'2286 


This bill would-amend section 207 of the Small Business Act of 1953 to authorize 
the Small Business Administration (Administration) to purchase debt securities 
of State chartered development credit or. finance corporations.formed to. assist, 
develop and expand the economy.of a State. Such purchases shall not exceed 
the amount otherwise sold by the corporation and, in no event, more. than 
$5,000,000 in any one State (sec. 207 (c) ). To obtain the money to make these 
investments’ the Administration is given authority to issue its debt securities 
to the Secretary of the Treasury in an amount not exceeding $27,500,000. _.'To 
make these loans the Secretary of the Treasury is authorized to use.“as a public 
debt transaction the proceeds from the sale of any securities issued under the 
Second Liberty Bond Act’ (sec. 207 (d) ). 

This bill relates only to the issuance of securities by the Secretary of the 
Treasury and the Small Business Administration and it presents no problems 
under any of the statutes administered by the Commission... The bill contains 
no provisions with respect to the development credit or finance corporations, and 
these corporations may be subject to the securities laws referred to previously. 


IV. S. 3191 


This bill would create a Small Business. Capital Bank. System for the ‘purpose 
of making available to small, business a ‘source of equity and long-term loan 
capital. The bill would establish a Small Business Capital Bank Board (Board) 
as an independent agen¢y (see. 201), which would, in turn, be authorized to 
establish a small business capital bank (bank) in each of the 12. districts of 
the system (sec. 301), with provision made for the organization of small business 
investment assvciations (associations) (sec. 401). The bill provides for the 
transfer to the Board by Federal Reserve banks of funds, including $120,000,000 
of surplus (see: 205 (b)). The Board is authorized to sell, and only to private 
investors, obligations payable only from its own resources and in amount not 
to exceed $1,200,000,000 ; the proceeds are-to be used to purchase the debentures 
of the system’s banks (sec. 205 (d)}). 

Each. of the system’s .banks would have an authorized capitalization of 
$110,000,000, of: which $10,000,000 will be paid in by the Board, and the remainder 
will be subscribed. for by small business investment-associations and other finan- 
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cial institutions at the time they obtain funds from the bank, with such stock 
purchases amounting to 5 percent of the loan (secs. 304 (a), 409, 504 (b))... Each 
bank will be authorized to obtain funds by selling its own debentures to the Board 
(sec. 305). The primary function of each of these banks (sec. 306) would be 
to use its funds: (1) to advance capital to associations, as described below, (2) to 
advance funds to. existing investment companies registered under the Investment 
Company Act of 1940 and State chartered development corporations (sec. 504) ; 
and (3) to make direct long-term loans to small business concerns (sec: 503). 

A small-business investment association contemplated’ by the bill could be 
organized by’ not less than 25 small-business concerns (sec. 401). Each associ- 
ation would .be operated as a regulated closed-end investment company and 
authorized to provide equity capital to small: business concerns and to furnish 
both management counsel and -inyestment Counsel (sec. 402). The articles 
of incorporation and amendments will be subject to the approval of the Board 
and the association. will need a permit’from the Board (sec. 403). Each associ- 
ation whould be ‘required to have at least $500,000 paid-in capital, of which 
$250,000 could be subscribed by the district bank with a view to ultimate dis- 
position,'of, this stock to small ‘business concerns (sec. 407). Subject’ to rules 
of the Board, an association would be authorized to borrow money from'the 
district bank by issuing debt securities, or by selling to the bank debt or 
equity securities acquired by the association in advancing capital to small busi- 
ness concerns (Sec. 408). The Board may conduct examinations df the associ- 
ations and require the filing of reports (secs. 412 and 413). 

Pursuant ‘to eligibility standards promulgated by the Board: and ‘certain 
stated conditions, the associations would provide -funds:through purchase ‘of 
debenture bonds of: small business concerns, which’ would -be convertible into 
equity securities, at‘ option of .the association (secs. 501, 502). At the: time 
of the loans, :the small business concerns would be required to purchase stock 
ofthe association, equivalent to 5 percent of ‘the loan (sec. 502 (e) ). 

1. The bill would ‘in section 416.amend the Securities Att and the Trist 
Indenture Act to exempt the securities of a small-business investment associ- 
ation on the same:basis as proposed in 8S. 2160, discussed at page 2, supra. 

It is not elear from the bill whether the stock of the associations may be 
offered to the public generally, or’ is to be restricted to small-business concerns. 
If. offering to the public generally is contemplated then the comments made 
with respect to S. 2160, page.2, supra, would also be applicable to 8. 3191. If, 
however, the ‘offerings are to be limited to. small-business concerns, it may ,be 
suggested that sincé these concerns are intended to be the beneficiaries of the 
statutory plan, it is unnecessary that -they receive the protection of the securi- 
ties laws.’ On the’ other hand, there is nothing to demonstrate the fact. that 
these sinall-business ‘cohcerns are any less in need of these protections than 
other investors. Furthermore, as noted in connection with 8.°2160, page 3, 
supra, there are ne definitive standards prescribed to guide this Commission 
in the exercise of the, discretion’ granted it im connection. with the availability 
of the exemption. 

2. The bill in-connection with the provisions. relating.to the small-business 
investnient, associations makes no. reference to the Investment Company Act, 
although, it appears that such associations with publicly held stock will 
undoubtedly fall within the definition of. investment company under the -In- 
vestment Company, Act,‘and become subject to régulation under that act. 
Various. provisions of the’ bill might present-.problems of inconsistency with 
the provisions of the Investment Company Act. Thus: 

(a) Section 404, relating to the directors, insofar as it provides for appointment 
of directors and for a..2-year. term of Office conflicts with section 16 (a) of the 
Investment Company Act which provides for election of direvtors each year 
(although a staggered board is permitted). 

(b) Section 405 (b) provides that the secretary-treasurer shall act as custodian 
of the funds ofthe association. Under section 17 (f) of the Investment Company 
Act this officer could not act as a custodian. It is doubtful, however, whether the 
term “custodian” is used in the bill in thé same sense that it is used under the 
Investment Company Act. .It would appear that the term in.the bill covers the 
supervisory functions normally exercised by the controller or secretary and 
treasurer, ‘and the problem can’ be resolved by substituting. another character- 
ization. 





2 Moreover, it may be noted that the securities offerings to the small-business concerns, 
even apart from the exemptive provision contained in S. 3191, may. be exempt under sec 
4 (1) of-the Securities Act as “transactions not involving a public offering.” 
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(c) Section 408 (a) and (b) pértaining to borrowing by the association subject 
to the rules of the Board may conflict with the requirements. of section 18 of the 
Investment'Company ‘Act, including the requirement that there be a 300 percent, 
asset coverage for senior securities at the time of their issuance. 

(d) Section 504 authorizing the advancement of funds by the district banks 


' to investment companies requires that such advances be in the form of corivertible 


debenture bonds having the same terms and conditions as the debenture bonds of 
associations described in section 408 (b). “This provision also raises the question 
as to whether ‘it is intended to modify Sec tion 18 of the Investment Company 
Act, referred to in (¢) above. 

In addition, the authority vested in the Board to conduct examinations and 
require the filing of reports by the associations, matters covered ‘also by the 
Investrient Company Act,-may present-a problem of overlapping’ jurisdiction 
between the Board and this Commission. Resolution of this matter might be 
made along the lines referred to in connection with S. 2160, page 4, supra. 

The bill (sec..415) provides for a disclaimér of liability on »the part of the 
United States with respect»to any obligations or securities ofthe associations. 
In. view of the supervision of the associations and the approval of their charters by 
the Board, it is suggested that consideration be given to prohibiting representa- 
tions that there is any guaraiity, by tlie ‘United, States or any instrumentality 
thereof. It may also be noted that: section .35 (a) of the Investment Company 
Act makes it unlawful to make any such representations, and the question arises 
whether representations with respect: to,the appro¥al of: the charters of the 
associations ‘by the Board would. be unlawful under section 35 (a). 

Section 504 (c) of the bill would permit an investment company to buy ‘stock 
of & district bank without regard to any limitation in section,12 of the Investment 


‘Company Act. _It is not clear-what limitation in section ‘12 is béing referred to. 


3. One of the functions of ‘the associations would be the furnishing of inyest- 
ment counsel (sec. 402 (3)), which would make the associations investment 
advisers and subject them to the Investment Advisers Act of 1940.° 

Senator’ Crark. Before we go ‘forward with the first witness, 
Senator Fulbright, would you care to.add anything to the opening 
statement I just “read ? 

Senator Fursricut. No, I do wit have anything new. I am here 
to hear what Mr. Martin says about these proposals. We discussed , 
them at length, but I want to hear what his comments are. 

Mr. Crark. Mr.- Martin, we are very happy to welcome you back 
before the committee. You are one of my favorite witnesses. You 
have never come here without giving us something to think about. 
We are “most anxious to have the ‘benefit. of your thinking on. this 
particular phase of the committee’s problems. 

Will you just proceed, in your own way ? 


STATEMENT OF WILLIAM McCHESNEY MARTIN; JR., CHAIRMAN, 
BOARD OF GOVERNORS; ACCOMPANIED BY RALPH A. YOUNG, 
DIRECTOR, AND ALBERT R. KOCH, ASSISTANT DIRECTOR, DIVI-: 
SION OF RESEARCH AND STATISTICS, FEDERAL RESERVE SYSTEM 


Mr.. Martin. All right. Thank you, Mr. Chairman.’ 

As you already indicated in your ‘opening statement, it was as a 
direct, result-of the hearing a year ago that early last fall the Federal 
Reserve System ‘initiated a comprehensive study: of small-business 
financing. This has long been..a subject of public discussion and con- 
gressional attention. One prominént feature’ of the discussion has 
been a-questioning of the adequacy of facilities to seive thie financing. 
needs of small business. ' 


®Under sec. 202 (a)'(11) (F) of that act the Commission is authorized to onange 
investment advisers not intended to be encompassed by the statute. 
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Today we are reporting to you what the completed parts of the 
inquiry show, with respect to this problem. One of the parts consists 
of background studies developed out of a re-examination of existing 
materials and data relating to small business finance. A second part 
comprises a set of speci ial surveys of existing credit facilities and 
credit practices in serving small business financing needs. Both 
university and independent scholars as well as System specialists 
peecipeted ' in the preparation of the background studies of part I, 

ut the special surveys in part II -were conducted and analyzed by 
Federal Reserve Sy stem staff exclusiv ely. 

I might say parenithetically here, although it is perhaps not neces 
sary to point out, that the independent scholars we consulted were 
not given any instructions or in'‘any way limited in the scope or nature 
of the comments they made. 

Senator Crark. Not only that, but some of them came to almost 
directly conflicting conclusions. 

Mr. Martin. That is correct. 

The plan for the entire investigation contemplates a third avenue 
of inquiry, namely, a direct, survey of the financial structure and 
experierice of smailer businesses, Rhea through a national ‘sam- 
pling approach, This part of the program is still in the ¢ ategory 
of work in progress. Because of the complexity of the task, extensive 
prepdratory work is now under way; it will be another year before 
detailed plans can be executed:and the results analyzed and made 

vailable. In our planning activity for this part of the study, we 
are receiving cooperative help from the technical staffs of the Bureau 
of the Census, the Federal Trade Commission, the. Securities and 
Exchange Commission, and the Bureau of the Budget. 

Senator,Ciark. Mr. Martin, would you mind stating briefly for the 
record the extent to which your own recommendations’ and. conclu- 
sions are pretty well jelled by now, and the extent 'to which, if at all, 
you think you are going to have to-haye the results of that third part 
of the study before your personally have any very firm’ recommenda- 
tions to make to the committee ? 

Mr. Martrn. I think I will have:a general recommendation in the 
course of this, testimony that might be modified in sonie w ay by the 
subsequent study.” But-I think that the overall conclusion is pretty 
well pointed up in the first two parts of this study. 

Senator, CLark. ‘So that: you have enough information available to 
you now so that you are prepared at least ‘to make some recommenda- 
tions to the committee ? 

Mr. Martin. That is correct. 


MAJOR FINDINGS OF STUDY 


In reviewing the findings of the study, it is esseitial to distinguish 
clearly among the various forms of business financing. These include 
short-term credit, intermediate-term credit; long-term. credit, and 
equity or ownership capital. 

Short-term credit: With respect to short-term credit, the evidence 
indicates that'there is a-large volume of such credit available to small 
businesses in a variety of forms from a number of sources By order 
of importance, according to volume of credit extended, the principal 
sources are: Commercial banks, large manufacturing and wholesale 
suppliers, and finance companies and factors. 
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In late 1957, all commercial banks had about 1% million business 
loans outstanding, aggregating over $40 billion. There was almost 
1 loan outstanding to every 2 business enterprises in existence at the 
time. ‘To be sure, some companies had several notes outstanding: to 
different banks, and some had more than one note outstanding at “the 
same bank. About two-thirds of the number and amount of bank 
loans to business had maturities of under 1 year, that is, were short- 
term loans, and about half of these short-term loans in number, and 
a fifth in amount, were loans to small business. The amount of such 
loans to small business approximated $5 billion. 

Senator CirarKk. Do you want to give us a quick statement on how 

ou are presently defining small business for this purpose? There 
iat so very many different definitions. 

Mr. Martin. I would like to ask Mr. Koch, who worked on this 
study, if he would give you the definition that they used in the course 
of the study. 

Senator Crark. Mr. Koch. 

Mr. Kocn. Yes, sir. We varied the definition with the industry. 
It was small to a particular industry. .In other words, a small steel 
company was bigger, obviously, than, a small grocery store. ‘So that 
varied in essence by industty from, say, $50,000 in assets to $5 million 
in assets. 

Senator Ctark. When you say, as the Chairman of the Federal Re- 
serve Board says, “the amount of such loans to,small' business approxi- 
mated $5 billion,” would you be able to give us,the ceiling above which 
you did not. call small business in deter mining that amount ? 

Mr. Kocn. Yes, sir. We have a table in which we show you the 

asset size of each category of business we call small, 

Mr. Martin. It might be well to introduce this table’ into. the 
record, rather than re: ding it. 

Senator Crark. Yes. We will place in the record at this point the. 

table being referred to by the witness. 

Mr. Martin. We will put both the table and the text which accom- 
panies it in the record, if you want it, or I can read it if you want me to. 

Senator Crarx..No. We will place it in the record. 

(The.table and text referred to as follows :) 


TABLE 1.—Definitions of size of borrower developed for use in tabulating results, 
of Federal Reserve surveys of member bank loans to business 


Total assets, in thousands 
Industry 





Small Medium Large 
iittala teenie tie naigheans ai +} iia 
Food, liquor, and tobatco -- J | Under $1,000. ___. $1,000 to $100,000." _ =. $100,000 and over. 
Textiles, apparel, and leather do $1,000 to $25,000_ _ - .|, $25,000 and over. 
Petroleum, coal, chemic: als, and rubber_.| Under $5,000_.”-__| $5,000 to $100, 000___2- $100,000 and over. 
Metals and met tal products ,.do | do : . Do. ; 

Other manufacturing and’ mining Under $250_- | $250 to $25, 000. s $25,000 and over. 
Wholesale trade $ do .-| $250°to $5,000___.-.....| $5,000 and over. 
Retail trade E . Under $50, | $50 to $1,000___..._.___| $12000 and over. 
Services ale ; : do do fi Do. 

Real estate ested Under $2: AS | $250 to $1,000_________- Do. 
Construction. __: . | Under’ $50 | $50 to $1,000 Do. , 

Public utilities __- : ; al do .. | so to $100,000 ..| $100,000 and over. 
Sales finance Under $5,000... ...| $5,000 to $100,000. _ Do. 
Commodity dealers .| Under $250 | $250 to $5,000 | $5,000 and over. 
All other. __: Under $50 $50 to $1,000 | $1,000 and over. © 


— > : a £ 2 
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Wuat Is MEANT BY A “SMALL” BUSINESS? 


No single, definitive: answer is possible to‘the question of what size of busi- 
ness should be called small, or even what measure should be used as a basis 
for classifying businesses as ‘small’ or “large.” .A measure that is appropriate 
in studying some problems may have little meaning for studying others. For 
example, number of employees might be a good criterion to use for comparing 
labor turnover: ih concerns of different size, but for studying small business 
financing problems some financial measure such as assets, receipts, or profits 
would ‘probably be’ preferable. 

A small business is frequently definéd as one that is small in its industry. 
Such a’ standard permits ‘recognition of the fact ‘that the average textile com- 
pany is much smaller than the ‘average petroleum company, and the average 
retail ‘trade concern tends to be smaller than*the average concern engaged in 
wholesale trade. In its, lending-and nonprocurement programs, the Small 

usiness Administration uses only a size criterion in defining eligibility; but 
applies different limits to define small business in different industries. In 
establishing eligibility’ under its procurement assistance program, however, 
the SBA uses a combination of criteria—number of. employees, position in 
the industry; ete. 

_In its recent ‘business loan survey, the Federal Reserve followed the practice 
of. classifying borrowers by‘ size according to quantitative limits that varied 
among industries. Business size was measured by total assets, and the limits 
for, defining a small business varied all the way from one with assets of, less 
than $50,000 in some industries to one with assets under $5,000,000 in other 
industries. The specific classifications used are noted in the attached table. 
The limits chosen had to be somewhat. arbitrary, and.therefore other experts 
might have chosen differently, but they .were as precise as available data 
permitted and have proven reasonably satisfactory in analysis and more mse- 
ful'than definitions that do: not take any account of industrial differences in 
size structure. 


Senator Crark. I take it for this purpose you are dealing in terms 
of. assets rather than in terms of number of employ ees. 

Mr. Martin. - That is correct. 

Credit made available to businesses by manufacturing and whole- 
sale suppliers is in the form of trade receivables. _ In late 1957, the 
total-of such receivables less the trade payables of all nonfinancial 
corporations probably approached $25 billion. This was approxi- 
mately:equal to the total volume of short-term business credit out- 
standing at all commercial banks at the time. Although trade credit 
is available to businesses of all sizes, large companies extend more 
of it to smaller enterprises than they receive from such enterprises. 

Finance companies. and’ factors had over $3 billion of short-term 
credit outstanding to small business in late 1957. Such lenders provide 
short-term credit to small businesses on the basis of their accounts 
receivable. “They also provide warehouse and “on the premises” 
financing-of inventories. 

Intermediate-term credit : In recent. years, commercial banks, as 
well as finance companies, have déveloped further a var iety of lend- 
ing ‘techniques and, arrangements to increase the volume of inter- 
mediate-term funds available to small businesses. 

Senator Crark. Maybe you had better define what you mean by 
intermediate-term funds. 

Mr. Martin. Well, intermediaté term here. is about the same as 
we have in connection with Treasury notes—1 to 5 years. Anything 
less than a year would be a short-term credit, and a note would be 
between'1 and. 5. 

These have included installment financing of store fixtures, varied 
equipment, and industrial machinery. 
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A large. volume of intermediate-term funds i is curréntly being made 
available, to small businesses by commercial banks ‘and finance com- 
paniés. Late in 1957, over a third of the bans loans outstanding to 
small business concerns, totaling some $21 billion, had original ma- 
turities of over a year. Moreover, such credit had. increased about a 
third since babi 1955, ad more ‘than threefold since late 1946, In 


addition, finarice companies had outstanding about thrée-quarters of a 


billion dollars of intermediate-term net financ) ing to small busi- 
ness,in late 1957. | 
Long-term credit: In the area of lohig- term financing, the aggregate 
volume of funds available to small] businesses, is mu¢ hsmaller., The 
availability of long-term credit is,limited for-the most part to real 
estate mortgage financ ing. Commercial banks and life insuratice 
companies are the principal sources of such funds. The total of such 
credit extended by insurance companies to, small. businesses and. out- 
standing late in 1957 is estimated at little more than $250 million. , 
Equity capital: A large volume of outside equity capital, comes to: 
stnall businesses from local investor sources aid. from relatives, busi- 
ness associates, and close friends. An estimate made by one con- 
tributor to the System’s study indicates that in the neighborhood of 
$6 billion of outside equity capital has been put into 1 million new 
business firms during postwar years, This figure is approximately: 
equal to total outside equity funds obtained through stock issues by 
larger, business corporations. over the same period. ‘This is exclusive 


_of existing ownership which is constantly being transferred, ‘often 


through the medium of newspaper advertising. Little is known, about 
the magnitude of such transfers, but it must be large. 

Senator Crark. When you speak of equity capital, you are speak- 
ing primarily of common stock, are you not ? 

Mr. Martin. Common-stock ownership. 

Senator Busu. That would also include preferred stock, would it 
not ¢ 

Mr. Martin. It would in some instances include preferred stock, 
but not in all instances, because some preferred stock is almost the 
same as debt. 

Senator Busu. It has to be either one or the other, does it not? 

Mr. Martin. It does, but I was thinking of a case where you. just 
issued a preferred stock in place of debt as a temporary expedient, 
and hoped to pay it off. 

Senator Busi. If it has no maturity. it is not a debt, but it is there- 
fore extra capital. 

Mr. Martin. That is right. 

Senator Crark. So you would not include convertible debentures, 
would you, in equity ? 

Mr: Marrtn. I would not include convertible: debentures. 

Senator Busu. As equity? Debentures?) No. I was thinking of 
stock. 

‘Senator Ciark. But convertible into stock. 

Senator Busu. I understand. 

Mr: Marttn: ‘Outside or external equity capital frdm investors-other 
than friends and relatives is most readily available to small concerns 
with unusual growth potential—especi ally those producing or dis- 
tributing products or services that are based on advanced technologi- 
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cal dévelopnients, or to mining or oil enterprises with a promise of a 
rapid recovery of investment as well as a high profit return. 

A, few inyestment companies exist w hich specialize in equity in- 
vestment’ in, unusually promising | small businesses. _ Individual -in- 
vestors seeking to diversify their investment portfolios constitute the 
main source of such funds. , Because of the expenses and risks’ in- 
volved in making small, equity investment, the return. expected by 
these investdrs is relative y high... In principal financial.centers, there 
are specialists who ftinefion, by finding small business investment op- 
portunities and, for a.fee, bringing them to the attention of investors 

‘interested in'venture ownership of business. 

For small ‘businesses in more routine lines of activity, such as retail 
distribition and the service, trades, outside equity « apital for ex- 
pansion is ;much less' often sought and much less readily. available. 
In this: connectioh, it should be noted tliat small businesses seeking 
Jong-term’funds‘aréoften much more intérested in debt.money, that is, 
borrowed money, than equity ‘funds, that ‘is, sale of stock, since they 
wish to avoid the, dilutidn of their ownership control that the equity 
funds might,entail. 

The small-busiziess financing study is exploring in detail two sources 
of “equity capital’ to small ‘Business, namely, internal financing— 
that 18, retained’earnings and depreciation “allowances—and - funds 
made available by: relatives, business associates, and close friends. 
Unquestionably; these sources of funds are very important. More 
information’ on these sources will be obtained frem part III of the 
study. 

The question of .a gap in facilities: These general findings from 
the study confirm the impression that we conveyed to this committee 
in our testimony last..June, namely, that there is a gap in the existing 
structure of financing institutions which lies in the longer-term debt 
and equity capital areas. 

Senator Crark.’' Is that what the study refers to occasionally as the 
Macmillan gap? | 

Mr. Marn rin. I think that is correct. 

Mr. Kocu. Yes, sir. 

Senator Crank, F think it is named after the present Prime Min- 
ister of England, who pointed it out some years ago in connection 
with a similar problem in British industry. Is that right? 

Mr. Kocy. Yes; sir. 

Mr. Maritn. ‘That, is correct, 

Although‘ there is ‘clearly -an institutional gap, there is still the 
question as to whether'there is an economic gap, , that j is, whether there 
is a gap that can be filled on.a self-sustaining basis. In other words, 
can long-term financing be made available on terms that will provide 

‘Tenders and. investors with returns commensurate with the higher 
risks, and other costs. involved, as well as enabling small business to 
avoid .an undue’ burden of ‘fixed charges and inflexible’ financial 
structures ? 

Doubt in: this respect arises particularly in the case of long-term 
debt.. Since the profit and Joss hazards of small business operations 
run high, 10-year debt of such enterprises is long-term. Also, long- 
teri debt of small’ businesses is:‘both high in cost to their owners and 
high in, risk-and other costs te suppliers of such funds. Accordingly, 
the financing gap:nartows down to one of equity financing or equity- 
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type Senasine 1 ‘such as has been developed by larger, corporations in 
recent years through.the bond instrument convertible into stock. 
In specifying a gap in the financing facilities available to small 
business in these terms, it needs. to be remembered that the bulk of the’ 
small business population is engaged.in routine or repetitive activities 
that primarily provide a means of support to the owner and perhaps 
a few other individuals and grow only slowly over the years... These 
small businesses frequently ~ have enough permanent or- long-term, 
investment and are not in the market for more, since: the use of ‘more 
long-term funds would only reduce the rates of return ‘to present 
owners. oF 
Senator CrarK.’ Would you say, Mr. Martin, that the primary need, 7 
if one exists, for long-term equity financing for Small business, 2 18, in the 
manufacturing field ¢ ? 
Mr. Marvin.’ I think that’is pretty much the evidence of this. study. 
Senator Crark., That is what I gathered from a number of reports 
and studies. We tend to think of small business without differentia- 
ting betweeri kinds of: small ‘businesses.., ‘As a: general rule the mer- 


‘chant on Main Street: is notin desperate need of additional long-term 
money, but it is ‘the new: invention in the manufacturi ing field, “Or the 


successful small, m: wmufacturing company which‘has the “need to ex- 
pand. | That is where the need is the greatest. 

I see you nodding your head,.Mr. Young, and I wondered if that.is 
in accord with your ‘thinking? 

Mr. Youna. That is correct.. That’ in addition to extracting ‘new 
minerals and the like: 

Mr. Martin. Like uranium. 

Senator CLiargK. Yes. cs 

Mr. Martin. ‘There are’ some small-business enterprises, however, 
which offer -a promising growth potential. They have’ identifiable 
financing needs that are not being met. 


MAIN PRINCIPLES FOR A GOVERNMENT PROGRAM 


Although some elements of the Federal Reserve study of small- 
business fin: incing remain to be completed, enough information has 
been amassed to stiggest that there is room for a Government program 


‘to foster the flow of private investment funds to small business. A 


number of proposals'are pending before the Congress to achieve this 
end, In previous testimony and in communications to the committee, 
we have commented: on various of ‘these proposals., Perhaps ‘the - 


greatest help that we can be at this stage towards the formulation of 


constructive legislation is to express our views on the main principles 
that should. be considered in its drafting. 

Study of the record indicates that an appropriate governmental 
program for furthering the investment finance of small” business 
should avoid the pitfalls of (1) eee into the private economy 
undesirable Government subetdy: 2), putting a burden on Govern- 
ment of choosing aitmong applic ad for investment’ financing; and 
(3) maintaining in the economy uneconomic business units. .In our 
judgment, the most efficient program of governmental aid for small 
business will be one that makes maximum use of market incentives and 
standards in attracting private venture capital to the small- business 
area. The market pla ice is the most efficient allocsitor of economic 
resources. 
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It’ will be no. easy task to design such a program. Our study does 
not point té any.one best approach, but rather suggests that emphasis 
should ‘be put on, flexibility, broad private cooperation and 
participation, and protection of the public interest. 

Long-term investment in small business would be a new frontier for 
eer assistance.’ There is much to be learnéd about the prob- 

ems of administering such a ‘program. Accordingly, any new effort 


should be approached experimentally and on a small scale, with a 


simple organizational structure that is sufficiently flexible to adapt to 
the varied situations that will be encountered. The most fruitful con- 
tribution to ‘small’ business finance that can be made would be to 
stimulate ptivate innovation in filling this gap. 

The requirement of flexibility also calls for freedom from arbitrar y 
restrictions, that would handicap‘a program. For example, the devel- 
opment of an economically sound and efficient program would be 
hampered. by restrictions'which would. (1) limit eligibility for assist- 
ance to applicants for funds already turned down by other financing 
soureés; (2) impose unnecessary ‘restrictions on the forms of maturi- 
ties in which funds are to be made available; (3) fix arbitrary ceilings 
On interest rates or rates of return; or (4) limit the geographical mobil- 
ity of finds. Some such restrictions would have to be imposed if the 
financing were made‘available predominantly out of public funds. 
They are not appropriate when, through the use of private funds, 
main reliance is put on the discipline of the market. 

Private finaneial participation necessarily implies private admin- 
istration at local :jleyels at which specific loan decisions are, made. 
Private citizens with-an, intimate knowledge of small business condi- 
tions and problems, are in the best. position to judge creditworthiness 
of applicants for investment funds, as well as to offer valuable advice 
in tailoring financing’ to the particular needs of the applicant. 

The ability of local’ groups to. mobilize private capital. would. be 
enhanced if they were’ permitted, in fact encouraged, to seek credit- 
worthy businesses aggressively and without restriction. If they were 
limited to investment only in.enterprises not able to obtain financing 
elsewhere, or required to. bear’ heavy expenses of investigating and 
appraising financing situations only to haye to surrender the more 
promising ones to other investors they could not be expected to operate 
at a sufficiently profitable level to continue attracting private capital. 
Neither:are they likely to attract private funds unless they are free 
to earn economic rates of return and to realize gains.on. successful 
investments. 

Incentives in the form: of special tax treatment may be needed to 
stimulate the flow of capital to small business. Such tax incentives, 
of course, should pot provide.a haven for activities other than the 
supplying ofiinvestment funds to smaller business. 

To thé extent that Government funds are-used to supplement private 
capital, the public’s interest must of course. be adequately. protected. 
It would be appropriate for general investment policies to be estab- 
lished by. the Federal agency ‘administering the program, and for 
application: of these policies by. local instrumentalities to be subject 
to regular reyiew and. examination. The responsible. Federal agency 
should account completely and separately for all Government funds 
used, so that the public could’be fully informed of all economic costs 
involved. . 
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| Whatever Government contribution is provided should serve to 
stimulate, rather than dominate financing of the program.. If the 
rogram is based on economically sound, principles, private capital, will 
be orthcoming. Therefore, the Federal’ Government’s financial con- 
tribution could appropriately: be limited to a portion rather than a 
multiple of the private capital] willing to,invest in, small business, 

Senator Ciark. Will you clarify that? I am not:sure what. you 
mean by that presentation, limited to a portion rather than a mul- 
tiple. : 

Mr. Martin. That per ¥D does not express:it too well. .What I 
am trying to say:is that we do not want the Government participation 
to overshadow the private participation, let us say, 3 to 1, or 4 to 1, 
or 5 to 1. 

Senator CLark. You are thinking: in terms. of 50-50. 

Mr. Martin. That is what we were thinking of with this study as 
a basis.: 

Mr. Kocu. That was our idea; 50-50 or less, rather than 2 or 3 or 
4 times. 

Mr. Martin. It is not an overshadowing problem... Fifty-fifty is 
probably about the most appropriate proportion you can come to, 

Senator Crark. It would be your thought that a soundly conceived 
plan would be able to attract private capital and private initiative 
to make the project go forward with 50 pefcent Goverment contri- 
bution ? 

Mr. Martin. Right. That is correct. 

Senator Ciark. Perhaps you had better tell us later in, what. form 
you would suggest that Government participation would be? ,Would 
it be a participation in the equity of a corporation formed to do'this 
work; or a loan subordinated, or have you thought that one through ? 

Mr. Marrix. We have had a lot of discussion of the form in ‘the 
Board, and we were not able to come, in the time we have had so 
far, to any-general agreement in the Board on the form it should be 
in. That is why I am trying to present this in terms, of general 
principles. 

Senator Crark. You would like to leave us with a generally benev- 
olent, attitude on, your part toward further expression by the com- 
mittee toward. legislation along this general line? 

Mr. Martin. That is correct. 

Small business is a vital sector of -a “free, competitive-enterptise 
ecoriomy, and the existence of a gap in-financing facilities which serve 
it may. be inhibiting to the prosperity ‘and growth of the Nation. 
Therefore, the Board believes that Government should foster an ex- 
periment in developing hew private facilities: to meet the investment 
financing needs of smaller businesses. 

Mr. Chairman, we have gone over the bills that have’ been pre- 
serited: and, I think, the Board was generally unanimous in the view 
that, without any disparagement, of the desir: ability- of, a smallbusi- 
ness financing program, our primary function is in the central banking 
field, and in these days, particularly, we realize we have our hands full. 

Senator Ciark: In other wor ds; you want out ? 

Mr. Martin. We-do not want to—we are reluctant to accept the 
responsibility of individually setting ‘wp and organizing and deter- 
mining this: . We have some question as to whether that would be the 
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wisest w ay to proceed, even if’ you should’ say we should, in. whic 
event, of oursé, we would abide by your decision. .’ But that is the 
general thitiking of the board. 

Now, ofthe bills we have gone ‘over,.we have had a chance to look 
at this committee print, and I' might say-that I personally think that 
the committee print‘conforms to the principles laid down here. There 

, might: be some menibers of the Board who might prefer changes of 
one sort or another; bit, as far as'I-am concerned personally, I am 
in' accord ‘with the committee print. “I think.it is a‘very good job. 
I, would qnestion somewhat the amount of money involved, but’I do 
not think that is a vital question. 

Senator Buss. How do we identify that? The last bill? 

Senator Crark. It is the last bill in your folder, Senator. Bush. 
Before you came in I stated in my opening statement that it was 
antic ipated that. bill will- be introduced today or tomorrow by. one 
or more Senators. 

Senator'Fulbright, do you have any questions ? 

Senator Futsrien’. Mr. Martin, I think that is a very interesting 
statement and, it confirms, I' think, some of the things we had specu- 
lated ‘about, last year. You recall the RFC’s participation policy 
that was:experimented, with, in which they went to 10 or more per- 
cent. It, was varied, also. | Do, you remember that policy they had 
along in the late farties? Do you recall that? They delegated to 
the bank the-right to'‘make the loan. 

Mr. Martrn. In a general way, ves. 

Senator Fursrieut: They had a special name for that, although 
I forget the name now. It was a special kind of participation loan 
policy. This'reminds me a little of that program. I wondered if 
your people had that in mind while looking into that. 

There was a. great deal.of misunderstanding about the RFC’s 
succéss in lending, partly because the Congress imposed on the RFC 
a lot. of nonlending programs, and they became all mixed up. The 
famous case of the housing company out in Ohio, vou remember, 
the;Lustron Co., was not really a lending program. They were made 
to participate in that under orders of the White House under a 
different:Jaw than the regular RFC law. It was a law which author- 
ized experiments in low-cost housing. But in.the minds of people 
it ¢ame to be. regarded as a very bad program. It was not a bad 
program. The recent report by the Treasury on the RFC’s lending 
program proved that the overall ac tivities of the RFC in the lending 
field were successful and did not result in any loss to.the Government. 

Here is. a little different approach in that you are not recommending 
that the Government make direct loans, are you ? 

Mr. Martty, ‘No. 

Senator Fursricut. It will participate in loans together with local 
banks. Js that correct? 

Mr. Martin. Yes. 

Senator Fursrient. I wish you would describe the program: in 
simpler. terms,’ especially ‘with reference to what the Government 
has done-in the past. in the RFC, or presently in the Small Business 
Administration, and make it a little more understandable to the 
layman. 


Mr. Martrn.. I have not: gone over the RFC lending activities very 
recently. 





icly 
the 


ook 
hat 
ere 
; of 
am 
job. 
do 


ash. 
was 
one 


Ling 
PCu- 
licy 
per- 
had 
1 to 


ugh 
loan 


d if 


"C's 
FC 
The 
ber, 
1ade 
roa 
hor- 
ople 
bad 
ling 
ling 
ent. 
ling 


local 


n° in 
nent 
ness 

the 


very 


or tia 


ER SOIC AP 


ormeeenane 


FINANCING SMALL BUSINESS 59 


Senator Fuusrienr. I thought maybe you « ould recall it. It would , 
give us a little background if we had engaged in a lending activity 
somewhat different from what you are recommending, but one which 
proved to be successful. 

Is there any’ analogy between your suggestion and the housing 
program in which there is irisurahce on loans?’ Would you say there 
is any analogy to that? 

Mr. Martin: No. | 

Mr. Youn«. "There is to the' extent..that there is innovation heié 
proposed in financing arrangements which might take hold. »'That 
is, they amortize a real-estate. loan, which is certainly an innovation, 
sporisored by Government, which is then, taken over: by private 
financing institutions. It woskbd to the benefit I think, of the whole 
financi: T system. 

Senator Futsrienr. That is what, I was trying to develop nine: 
as to what we were doing. IJI.wanted to disabuse thie minds of same 
of those who may be extremely suspicious of our undertaking ahiy- 
thingin this field. 

The housing program, which I bebieve. is generally considered to 
be a success, has resulted from: the activities.of the Government in 
inspiring this.activity and in making available money. Yet the Gov- 
ernment has not borne the whole burden. That is,.it is the insurance 
element which has made it possible for private industry to. supply 
the credit. 

Is that not about right ? 

Mr. Martin. , That is right. 

Senator Futsricut. Ina sense-that is what we are groping for here, 
that is, to make it possible to finance small business without the Gov- 
ernment simply making all of the money available. .Is that what you 
are trying to get at ? 

Mr. Martin. That is exactly it, and that is why we place the 
emphasis on the word “innovation.” There has to be some experi- 
mental attempt to stimulate private interest, and I:believe it can be 
stimulated. 

Senator Futsricutr. You put your finger on one item, I have long 
been interested in, and one I think something ought to be done about: 
I am unable to.get anything done; unfortunately this committee does 
not have the jurisdiction to-do it. I am talking about the tax 
treatment. 

I think the tax rate on small corporations, those with earnings of 
$5,000 and $10,000 and $20,000, is far out of proportion to what it is 
on the-big ones. Until that is remedied we will continue to be under 
a big handicap in doing anything for them. That is discouraging 
people against taking risks, is it not.? 

Mr. Martin. That is right. 

Senator Funpriert. Because it is.a very heavy burden. But the 
fact that we should do that is no reason why we should not do some- 
thing else, if we can, in this field. 

I think your, statement is very encour aging, and if I understand you 
properly, all you are saying is that.there is a need for it. But even 

say you think it is not wholly unreasonable to. believe we can do it, 
but you are leaving the spec ific procedure up to the committee. Is that 
about right ? 
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Mr. Martin. That is correct. 

Senator Fuxsricut. I will be interested in Senator Sparkman’s 
comments about what he thinks the analogy here is, if any, between 
this proposal and the housing program. 1 think it bears a somewhat 
close resemblance to some activities of the RFC which were successful. 
Thére may be some others. At the moment I do not think of them. 
However, I suppose the Farm Credit System, which has proved to be 
eminently successful, originally was almost the same’ idea, that. is, 
because Of the lack of credit in that field. Yet it was proved to be 
very successful and was not a burden on the Government. 

Mr. Martin. The intermediate credit banks. 

Senator Futsrient. Yes. Would you not say they are somewhat 
similar in a different field? They have proved to be very successful, 
have they not ? 

Mr. Martin. I think through the years they have. 

Senator Futprientr. And without any great. expense to the Govern- 
ment. That is what I mean. It has not entailed a big subsidy. Is 
that correct ? 

Mr. Martin.; That would be my judgment of it. 

Senator Fursricut, I appreciate very much the Federal Reserve 
giving attention to this matter, and I hope as we go along in these 
hearings’ and study the other bills that we will be able to ‘develop a 
device or anew innovation which will meet this problem. 

For the moment I will desist, Mr. Chairman, but reserve the right 
to return to the quest ioning, as other matters come up. 

Senator CuarK. That is quite all right. 

Senator Capehart. 

Senator Carenart. Mr. Martin, is it not a fact that the need, if there 
is a need, and IJ think there is, falls into three ¢: ategories as far as small 
business: is concerned, and that therein lies the problem in writing 
the legislation ‘and administering it?) The first category is the fellow 
who is starting in business; who wants to start a new small business. 

Mr. Martin. That is r ight. 

Senator Carenarr. The second c ategory is the fellow who jis in 
business now and is doing well, but does not have sufficient capital to 
do’ all of the business he could. The third ¢ ategory of small business 
is the fellow who has been in business and is-now’failing. He has to 
have more. capital to continue, primarily to’ pay his bills. In other 
words, he is failing in his business. 

Are there ¢ any other ‘ategories you have found in your study of this 
problem ? 

Mr. Martin. Might I refer that to Mr. Koch, who worked on the 
study ? 

Mr. Kocu. It covers it. One other one you might mention is. the 
man who has been in business a while and is getting up in age and has 
rio logical successor, like a son,.or a relative, or a friend. So he wants 
to sell out. 

Senator Cuark. Another category I would think would be the situa- 
tion where he needs the capital to pay an estate tax. 

Mr. Yodune.. Yes. 

Senator Caprnart. It is primarily those three categories, and just 
to be sure, I would like to repeat them again. 

First, someone has an idea or a new invention and he wants to start 
a new business, but he has no capital. The second category is the fel- 
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low in business who is doing well, but does not have sufficient capital 
to carry his inventories and receivables, etc. The third category is 
the fellow who is failing in business. He has been in business, but he 
has not been successful. ‘He is about to go broke. : 

How are you going to write a bill which will cover all three of those | 
categories? How are you going to call it equity capital? Because 
equity capital means you are going to be a part of management, and 
help run it. It is different from the housing situation, because in 
houses we have the FHA, which insures the mortgage, but the house 
still stands upon its own bottom and its own security and its own 
collateral. ‘The man who built the house does not even endorse the: 
mortgage. He is taken off the mortgage.and does not even guarantee 
it. In writing legislation, how are, you goihg to cover these three 
categories, and how are you going to get this equity capital ? 

r. Martin. Well, I think this committee print does a pretty. good: 
job of it, Senator. Your small business investment companies here, 
as I study this print, just making a notation on ‘it, points ‘out the 
primary function of these companies would be that of parca 
equity capital for small business. That would apply to all three o 
those categories. This equity capital would be advanced through pur- 
chases of convertible debentures. 

Senator Bush already pointed out the difference between the ‘deben- 
ture and a stock participation. Interest rates are fixed by the invest- 
ment company with the approval of the Small Business Investment 
Administration. The debentures are callable at par plus accrued 
interest on 8 months’ notice. They are convertible at the option of 
the company into stock at a sound Se value determined at the time 
the bond was issued. 

That is a device which is in the area of innovation. I have always 
had some question about the Government.engaging in equity capital 
te re parage at any time, but I think that the opportunity here for 

eveloping something on a self-sustaining basis, provided you give 
enough latitude to these people, is such that you could reasonably ho 
that the Government could eventually get out of this almost entirely, 
and the private participation here could be attractive enough. I do 
not engage in pipedreams on these things, but I can see a real oppor- 
tunity here for ; 

Senator Carrenart. Do you feel it is possible for small business to 
succeed over a long period of time under existing tax laws? Do you 
not think the first thing this Congress ought to do is to give small 
business a good, sound tax reduction-? 

Mr. Marttn. Senator, I try to keep out of the tax field. Not that I 
am running away from your question. 

Senator Carenart. My point is, even though we furnish these fel- 
lows with capital, under existing tax laws and under existing labor 
laws, small business in my opinion will have just as much trouble, 
even though you furnish a half a billion dollars of Government 
money, as they are having at the moment. 

I say that because their problem is one of not being able to’ plough 
back their profits into their busines. That is No. 1. No. 2 is they 
are being required to-operate under the same labor law categories as 
the big fellow does. The little fellow just cannot do it, because the 
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little fellow must have flexibility in respect to his labor relations. 
The big fellow does not necessarily need to have them. 

Mr. Martin. I would’ make this general observation: I am not 
talking about''tax reduction now, but talking-about tax revision. 

Senator Capenart. Revision—that is what [ am talking about. 

Mr. Martin. And I really think that we can hope for some tax re- 
vision which will provide incentives. 

' Senator Capenart. Senator Fulbright had a bill which I did not 
think was adequate. His idea was right, but he did not give much 
range, it'seems to me. 

To have a $25,000 base where the small businessman pays 30 percent 
on the first $25,000 and.52-percent on. everything beyond that, is: too 
high. I think it ought to be at least down'to 20 percent on the first 
$25,000, and then I think it ought to jump to $100,000. I do not think 
they ought. to pay more than 20 percent, on the first $25,000 and 30 
percent on $75,000 and:52 percent above that. I do not see how we 
will help:small business until you do that. 

As-I'say, there is another problem involved, which is labor legisla- 
tion. It is not so much of a problem legislationwise as it is for the 
union leadership to: realize that small business just cannot operate 
in'the same kind of a straitjacket—and I do not use the word “strait- 
jacket” in the'sense of a bad term—as does big business. 

I think those,.are the ‘two big problems that are hurting small 
business. 

A third thing, is the ability of the little fellow to compete with 
the big fellow inthe market place. We might not necessarily help a 
little businessman by keeping him in business if. he were failing, by 
giving: him somé additional money, because he would just lose it. 

In regard to this committee print (S. 3651) which you speak about, 
is that, not exactly the same bill which was introduced by Congress- 
man Talle in the House some months ago? 

Mr. Martin. I would. say there are quite a number of differences. 

Senator Carenart. Is that not the same legislation which was 
recommended by Mr. Barnes and was introduced by Mr. Talle in 
the House? 

Senator Ciark. No, it is entirely different, Senator. It is a brand 
new bill which was drafted several days ago by the staff of this 
committee at the direction of the chairman of the full committee. 

Senator Carenakt. I went over the bill which Congressman Talle 
introduced, and compared it to the committee print, and found them 
to be almost: exactly the same. The gentleman who wrote it says 
that it.is somewhat similar. I agree with that. 

Mr. Martin. There are definitely some similarities in the two bills. 
I. could’ not. analyze them: side by side, but there are also some 
differences. 

Senator CApenart. I think it was the administration bill that was 
introduced by Congressman Talle. 

Senator Ciark. I-can assure you this is, not the administration 
bill. . 
Senator CareHiart. I am trying‘to find out for my own informa- 
tion if it is not the same bill. 

Mr. Kocn.. One main. difference, Senator Capehart, is that the 
so-called Talle bill sets up a separate division or department in the 
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Small Business Administration, whereas. the committee print, as I 
understand it, sets up a new Administration. 

Senator Careuart. But outside of that , 

Mr. Kocn. Outside of that the provisions are quite similar. 

Senator Carenarr. Outside of that they are the same. 

Mr. Youne. But there are some important differences, Senator. 
Aniong other things, with respeet to these investment: associations 
the ‘Talle bill would involve a larger amount of Government money, 
I believe. . 

Senator Carenart. It is more liberal. 

Mr. Youne. More liberal. 

Senator Sparkman. More Government money. 

Senator Cxiark. More: socialistic from the point of view:of my 
friend. 

Senator SparkMANn. There is always a question as to whether it is 
more liberal or-not. 

Senator Carrnart. I was going over the committee print and going 
over the Talle bill, and I thought they were about: the same except 
in that respect. 

Mr. Youna. There are some. restrictions on the operation ofthe 
small-business investment company in the Talle bill which are not 
in the committee print. . 

Senator Crark. If Senator Capehart would agree, I think it would 
be helpful to have the staff prepare a short memorandum showing 
the differences. 

Senator Capenart. I think it would be helpful. I think Senator 
Thye is going to introduce the so-called administration bill.. I would 
like to see a comparison of all these bills, including the committee 
print and ‘the one being introduced today. . (See p. 120.): I think 


we have to keep: in mind these three categories of small business in 
this legislation. 


Mr. Martin. That is right. 

Senator Cargrnartr. There is always a big question mark on whether 
the Government should lend money to start a new business. That 
is category 1. Then you get to category 3, the fellow who has been 
failing and wants, to find new capital. The second category is the 
one. which in my opinion is the most meritorious, and the ‘one ‘we 
ought to concentrate on, which is the little fellow in business who 
is doing all right, but he does not have enough capital to expand. 
I think if we concentrated this legislation. to apply to that category 
or that group, we might be better off in the end. 

I think that is all, Mr. Chairman. 

Senator Ciark. Senator Sparkman. 

Senator Sparkman. Mr. Chairman, I want to express my apprecia- 
tion to.Mr. Martin for this very fine statement. I think it is most 
encouraging. I would say to Senator Capehart I am delighted that 
the administration is coming along on some of the these things. 
What we are trying to do is to work out'a program for the benefit 
of small business, which, after all, constitutes some 90 percent or 
better of the business in this country. 

There is a.lot of similarity in this bill and in the original capital 


bank bill, which was introduced a good many years ago, is there not? 
Mr. Martin. Yes. 
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Senator Sparkman. We have had various versions of that right 
along. What we are trying to do is work out the best possible 
version of the whole program. 

Mr. Martin. That is right. 

Senator Sparkman. Senator Fulbright was talking with you about 
the sitnilarity of some of the other programs. This is very similar 
to several of the programs, is it not, that have been worked out in the 
past? ' Senator Fulbright mentioned the farm credit system. I have 
always thought there was probably more similarity between this and 
the farm credit system than any other. 

Mr. Martin. [am inclined to think so. I have gotten my mind 
a bit confused with all of these bills. I tried'to go through them all. 

Senator Sparkman. I think that runs through all of them. The 
idea of capital. banks, as I conceive it, is very similar to the setup 
in‘ the farm creditsystem, which was underwritten by the Federal 
Government ‘in ‘the beginning, but which has made the transition 
in large’ part over to private ownership. Most of the units now are 
actually. owned privately. The same thing can be said for the Home 
Loan Bank Board. In fact, I believe that the Federal Reserve itself 
was originally underwritten by the Federal Government and gradu- 
ally taken over. 

Senator Carenart. Will the Senator yield? 

Senator Sparkman. Yes. 

Senator Carenart. I think there is similarity as far as setting up 
the corporations are concerned. You are 100 percent right. They 
are ‘almost entirely owned by private industry. I think the problem 
is entirély different on whom you loan the money to. The farm 
credit organization lends to an individual and takes his security as 
collateral. When the money is paid off they no longer have an interest 
in’ it. 

Here we are lending money for equity capital and we are not entirely 
the owner of it,and do not have any control over the business, particu- 
larly.. We have no mortgage on it. I think we have an entirely 
different problem of working out the details of this legislation to cover 
that situation. ‘That is where it is different from the housing bill and 
the farm credit situation. Each unit stands on its own bottom there. 

Senator Sparkman. Again, as Senator Fulbright pointed out, we 
did have that experience in the RFC. As a matter of fact, some 
phases of the housing law have had these controls. I believe in all of 
the section.608 program charters were established and preferred stock 
was taken in evéry case, and even now 

Senator Carenart. Will the Senator yield ? 

Senator SparKMAN. Just 1 minute, because I would like to check 

on this. 
' Section 207 provides for rental housing. That involves the same 
problem which you pointed out here. In every case the Commission 
takes’ preferréd stock and does exercise control over the conduct of the 
corporation in its affairs. So we are not without experience even in 
the-housing field. 

Senator Caprtarr. -Will the Senator yield ? 

Senator Sparkman. All right. 

Senator Caprnart. He takes $100 worth of stock. 

Senator SparkMAN. He takes enough to give him control. 
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| Senator Caprrnart. He takes $100 worth of stock, whith is all of 


‘the preferred stock, and therefore he has control, because he. has all 


of it. We might limit this legislation. the same as. the RFC. You 
might limit this legislation to permit the Government or these cor- 
porations to buy a specific kind of stock:; the same kind of stock in all 
corpor ations. 

Senator SparKMAN. Yes. I think we will have to work it out., I 
simply pointed out it is not a completely new and wncharted field we 
are working in, because we do have experience from which we-can 
profit. 

Mr. Martin. Yes. 

Senator Sparkman. In regard to the similarity of this program to 
other programs that have: been established, there has been placed 
in my hand a memorandum to Mr. Jack Y ingling, clerk of this commit- 
tee from Jack Flynn, of the Small Business Committee, who has been 
working for some time with the staff of this committee on this legisla- 
tion. The memorandum is entitled, “Examples of Private Financial 
Institutions Which Were Instituted With.the Assistance of the Fed- 
eral Government,” 

The first example is given as the Federal land banks... I will not 
read the whole thing but simply this portion: : 

In June 1947, the last of the capital owned by the United States Government 
was returned and the entire system is now owned by the national farm loan 
associations and direct borrowers. 

The next example given is Federal home-loan. banks, wherein the 
memorandum says: 

The Federal Government supplied the bulk of the initial capital of the home: 
loan banks; the last Government stock was repaid in 1951. 

The next example is the Federal Deposit Insurance Corporation, 
with regard to which the memorandum says— 


this capital has been repaid, so, in effect, the FDIC “belongs” to its member banks. 


The next example is the banks for cooperatives, with regard. to 
which the memorandum says 


The Federal Government furnished the initial capital; farm cooperatives are 
now in the process of buying out the Government’s interest in these banks under 
the Farm Credit Act of 1955. 


The next example is the Federal Reserve banks, with regard’ to 


which the memorandum says: 


The act provided that if the necessary capital to establish such banks was not 
fully subscribed to by banks and the public, the Treasury would purchase stock. 
The siock in the Federal Reserve banks was fully subscribed to by the banks and, 
therefore, no Government money ever had to be invested. 

However, the provision was there. The last example given is that 
of the Federal intermediate credit banks. It says: 


Established in 1923— 


That was way back in 1923 and the capital was provided by the United 
States Government— 


under the Farm Credit Act. of 1956, the Government’s interest in such banks is 
being purchased gradually by the parties who deal with the banks. 

I think all of those are quite comparable to what we are trying to 
do here and furnish us good examples. 
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Senator, @uarK. The material referred to by the Senator from 
Alabama will be incorporated in the record as he suggested. 
(The memorandum réferred to follows :) 


; JUNE 13, 1957. 
‘ MEMORANDUM 


To: Jack Yingling, Banking and Currency Committee. 

From :, Jack Flynn,’Small Business Committee. 

Re Examples of private financial institutions which were instituted with the 
assistance of the Federal Government. 


FEDERAL LAND BANKS 


Established under the Federal ‘Farm Loan Act of 1916. to provide low-cost, 
long-term credit to farmers. All the capital stock was to be owned by the 
national. farm loan assdciations organized by farmers. To get these banks 
going, however, the Government: subscribed to stock in such banks. .In June 
1947, the last of the capital owned by the United, States Government was returned 
and the entire system is now owned by the national farm loan associations and 
direct horrowers. De 

. FEDERAL HOMF LOAN, BANKS 


Established under the Federal Home Loan Bank Act of 1932. Such banks 
make available to. member ‘savings and:loan associations short- or long-term 
advances. They are; ‘in effect! rediscount institutions, and do not. deal directly 
with individual borrowers. ‘The Federal Government supplied the bulk of the 
initial, capital of the home-loan banks; the last Government stock was repaid in 
1951. 


+, FEDERAL DEPOSIT INSURANCE CORPORATION 


Organized uider: the Banking Act of 1933 to protect depositors from losses due 
to bank failures. Capital originally supplied by the Treasury and the Federal 
Reserve banks ; this. capital’ has been repaid so in effect the FDIC belongs to its 
member banks. 

BANKS FOR COOPERATIVES 

Provided for in legislation in 1933 to lend money to farm cooperatives. The 
Federal. Government furnished the initial capital; farm cooperatives are now 
in'the process.of buying out the Government’s interest in these banks under 
the Farm Credit Actiof 1955. 


FEDERAL RESERVE BANKS 


Established under the Federal Reserve Act of 1913. The act provided. that 
if the necessary capital to establish such banks was not fully subscribed to by 
banks and: the’ public, ,the ‘Treasury would purchase stock. The stock in the 
Federal Reserve banks was fully subscribed to by the banks and, therefore, no 
Government: money ever hag to-be invested. 


FEDERAL INTERMEDIATE CREDIT BANKS 


Nstablished in 1923 to supply short-term funds required by production credit 
associations, farmers’, cooperatives, and other agricultural lenders. Capital of 
$5 million for each of the 12 banks was provided by the United States Govern- 
ment. ,Under the Farm Credit Act of 1956, the Government’s interest in such 
banks is being purchased gtadtially by the parties, who deal with the banks. 

Senator SparkMAN. Mr; Martin, did you read about the Rockefeller 
report in this morning’s New York Times? 

Mr. Martin. I am sorry'to say I did not have a chance. 

Senator SparkKMAN. Maybe you saw an advance copy of it ’ 

Mr. Martin. No. I heard something about it. 

Senator SparKMAN. I bélieve it is to be published. As a matter of 
fact, it is published in the New York Times this morning. There are 
three subsections in it relating to sniall business. There may be others, 
but there are three that I note right off. 
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The first is simply.a general statement. that small business must: be 
encouraged and it has this concluding sentence: 

' “The need is primarily for.long-term equity or loan funds.” 
‘ Your statement fully agrees with that, does it not? 

» Mr. Martin: Right. 

Senator SparKMAN. The second one is financing mechanisnis and 
managerial accounts. I shall not take the time to “read it, but again 
the concluding sentence reads: 

This approach requires Government sponsorship one participation preferably 
by the Federal Reserve System in providing part of the initial funds for the 
investment trust. 

: The third thing is the special impact’ of taxes on small business. 

The report lists four different respects in which attention ought to 
be given. to the tax problem. I fully agree with what Senator Capehart 
and others have said as to,the need for tax relief.’ ‘There is a need for 
tax.adjustmént and not tax reduction, let us say. 

Mr. Martin. Right. 

Senator SrparKMAN. I may say that the membership of the Small 
Business Committee, which does not have legislative authority, made 
4 unanimous report following the tax hearings which we held last 


, year in which we recommended, I believe, seven diiferent' changes in 


our tax laws for the relief’ of small business. ‘They are covered in 
large part in the exchange between you and Senator Capehart. Sen- 
ator Thye, the ranking minority thember’ of the Small Business Com- 
mittee, and I, both went before the W ays and Means Committee of 
the House and presented the program. We certainly plan to do the 
same thing when the ‘bill comes before, the Finahce Committee. , I 
may say at t last count there were 37 Senators sponsoring. that measure. 

By the way, since that time Secretary of the Treasury Anderson 
has testified before the. Ways and Means Committee in favor of most 
of these provisions that we have recommended: 

So I feel rather a as to our chances of making this first 
step, which Senator Capehart pointed:out to be necessary, I believe, 


due in.great part, I may say, to the study that has been miade by the - 


Federal Reserve and the fine presentation you gentlemen have made 
here, and the general feeling throughout the country as to the need of 
some kind of capital bank system, I feel: greatly encouraged as to the 
chances of this legislation, and I w ant to express my appréciation for 
the help which you gentlemen. have given. , , 
Senator Crank, Senator Bush. 
Senator Busu. Thank you, Mr. Chairman. I congratulate Mr. 


Martin on his statement. I think it is.a very construetive one and * 


I am very glad to hear that you are opposed to the Fedéral Reserve 
Bank, or any of its banks getting into this problem. I do not- think 
it is necessary and I certainly think it is highly undesirable. .I am 
glad to hear you taking that position. 

I have not had a chance to study this committee bill very much yet, 
Mr. Chairman, but I think from a casual look at this chart, ‘and in 
view of what has been said by other Senators and Mr. ‘Martin, this 
does look like:a workable bill: I would like to point: out, however, 
and I would like to have Senator Sparkman’s attention.on,this be- 
cause we discussed this. Friday, that this question of assistance to 
small business has been before us ever since I, have been here. It is 


‘a very, very important point. The small-business investment. com- 








@ 
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pany setuy in this bill .Jooks like: a co’. sound. thing, and it con- | 

orms to Mr.’ Martin’s protocol, I believe, that it should be a 50-50 
proposition so’ far as the Federal Government is concerned. How- | 
ever,'I think that what; is needed more than anything else to stimulate 
venture capital: for small-business. is a reduction in the income tax 
that small business has to pay in the early stages of its earnings. 
By: that I’mean up to, let us say, $100,000." Elimination, of the sur- 
tax'in that area, it seems to me, would do more for small business 

«than anything else we could do. 

‘+ T'would say, in my view, unless and until something in that neigh- 
borhood is done the setup of the small-business investment companies 
‘will not be much more,enticing to the private investor than it is at the 

present time. In other words, what is lacking here is an incentive to 
get over that hurdle in the early days of the promotion of a business. 





‘I think that while it has been pointed out by these gentlemen taxes | 


are not in, thy purview ‘of this committee, the health and welfare of 
small business is..: I do think it is appropriate that we should express 
ourselves on this point because I feel flatly until we are able to work 
out something in;the way of a tax reduction bill along those lines, 
‘these’ other means’ of assistance may prove to be quite ineffective. 

Senator Crark. If I may make a comment, I think many of us on , 
this side of the’table will welcome the assistance of the Senator from 
Connecticut and the Senator from Indiana with respect to this tax 
reduction feature, even though it applies, as I understand it, as far 
as you ‘are concerned, only to corporations. There are many small 
businesses which are of course partnerships and under individual 
ownership. But.'we are all in accord, I believe, that tax relief is 
vitally important, and, it would be nice if those on both sides of the 
aisle could wotk.to get it, before this session adjourns. 

Senator ‘Busu, I think the administration proposed last year, or 
possibly the year before, a measure which etl equalize the tax ad- 
vantages of the small corporation or the small partnership or individ- 
ual.’ I thought that was a very constructive suggestion. 

Senator Crark.' That was to allow them to be taxed as partner- 
shipy if they saw fit. 

enator Busu.,’Yes; and I thought that was a very helpful and 
vey wise suggestion 

enator SparKMAN., That is one of the provisions in the present 
proposed program. 

Senator Busu. It is? I think that is a good one. I am not pre- 
pared to say—— 

Senator SparKMAN.’ Will the Senator let me say this also: One 
provision I think there is general agreement on is permission to the 
company to reinvest a certain part of its funds in equipment or plant 
expansion without having to account for it in income tax. 

Senator Carpenart. Will the Senator yield? 

Another thing we need’ is to permit a small business to amortize its 
facilities at an accelerated speed. 

' Senatdr Sparkman. That is one of the provisions. You said, or 
someone said a few minutes ago, there was a category of small com- 

anies that are closely owned, where the man operating it is getting 
old and he-has to liquidate, or else get capital for inheritance taxes. 
We provide for a long period of time for the payment of inheritance 
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taxes to avoid that very thing. It is 10 years, and even longer in 
ease hardship is shown. 

Senator Busu. 1 would like to finish. 

In view of what the chairman said I want to make clear-on.this 
question of corporate tax reductions, such'as eliminating the surplus . 
tax, that I think the other suggestions are far, far less effective than 
that particular one. I think until we are able to do something "in 
that direction that these other steps may not be nearly so effective as 
one would hope they would be. This is not said in objection to this 
bill at all. In fact, offhand I am, favorably disposed toward the bill. 
But I do think we should direct’ our attention, toward the possibili- 
ties of a tax reduction in this field. 

In other words, I have heard a lot of talk about tax reduction 
lately, and the possible effect it might have on the economy., I donot 
know of any field in which tax reduction has been suggested where 
it would be more effective probably in stimulating new enterprise and 
in stimulating small enterprise than it would be in this field of small 
business. 

Senator Criark. I think the Senator from Connecticut speaks the 
mind of practically everybody on the committee, and I hope he will 
take a careful look at the tax reduction for small-business bill which 
is sponsored by the Senator from Alabama, and which I and a number 
of others have cosponsored. I know all of us will be happy to have 
him join us as an additional cosponsor. 

Senator Busu. I have not seen the bill. The Senator did not honor 
me with that invitation, I do not believe, but at any rate, I certainly 
intend to look at it very closely. 

Senator CLarK. Do you have any more questions ? 

Senator Busu. No. 

Senator CLark. Senator Proxmire. 

Senator Proxmire. What I would like to do, Mr. Martin, is get as 
close as I can to the attitude you have on possible changes in the 
committee bill with the feeling I have that.maybe it ought, to be made 
a little more substantial. Senator Sparkman this morning read into 
the record part of the statement from the Rockefeller brothers report, 
which warmly recommended an expansion in the funds made available 
to small business for equity capital. It is good to see that the Federal 
Reserve Board recognizes this as enthusiastically as you do. ‘The 
administration has done so, and many Democrats, and many Republi- 
cans have done so. Hearings by the Select Committee on Small 
Business, as you know, which were quite extensive, found in 14 cities 
all over the country a constant repetition of the recognition by the 
businessmen and small-business men that this is a very, very important 
part of their problem along with taxes, that, is, the problem of getting 
capital into their business. 

I notice you conclude with quite a ringing paragraph, in the: first 
sentence of which you say : 

' Small business is a vital sector of a: free, competitive enterprise economy, 


and the existence of a gap in financing facilities which serve it may be inhibiting 
to the prosperity and growth of the Nation. 


Then it seems to me you indicate that this should be cautious; this 
approach. It should recognize frankly that it is an experimental 
approach and we:should be.careful. 
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On page 7 of your statement you say: 


Accordingly, any new effort should be approached experimentally and on a 
small scale— 
indicating your testimotiy would suggest we not attempt to expand 
this program, iit least initially, too much. 

_ The reason why I am asking this is because in going through your 
report, whieh J thought is extremely. useful and very well organized 
with a lot of excellent ‘information which. had not. been called to my 
attention before, I noticed on page 2 you have a table giving the 
‘number of firms in operation by industry and by. size. - Manufacturing 
has only about 8 percent ‘or so, or less; of the total small business. _, 

Then I ‘notice on ,page 169 a table you have there indicates that 
manufacturing is the one ‘field in which small business seems to be of 
considerably less importance.than in almost all the other industries. 
There are some other exceptions, like wholesale trades, ahd. finance 
other than realestate. 

* The point I'am making is, should we. not attempt to broaden our' 
horizon a little bit dnd see if we can put together a measure which » 
will. be not! only ‘useful for small manufacturing firms, but for the 
construction firms, ahd retail.firms, and so. forth, which constitute the 
ljon’s share of small business? | Or, "do you think this is something that 
is aboye and, beyond a bill of this kind’? 

Mr: Martin. Well, I tliink they would be covered. If you do not 
mind; 'I would, like to ask Mr. Koch, who worked on this study at 
some; ‘length, to give his’ comments on it. It. seems to me it’ is cov- 
ered in this and:;what: we talked about experimentally here is, | 
think, that ‘you will’ get* the maximum benefit by taking a c autious 
approach and attracting private capital, rather than putting the 

ederal Governnient in the position of doing it all initially. 

Senator Proxmrre.. You are insisting on discipline in the market 
place'and not encouraging it. I-am wondering, in view of.the tre- 
mendodus emphasis: on the Rockefeller report and the attitude of 
other.people, if we. have an economy that keeps growing, if we should 
not.take a more vigorous attitude toward encouraging small busi- 
ness:to grow, and ‘that, ib should come from new seers units 
that have able management and good. new products and want to ex- 
pand, : Therefore;:should ‘we not “take a.little more aggressive atti- 
tude than the ¢autious.and experimental feeling of being-afraid to 
mrake a mistake? 

Mr. Martrin..I think it.is a matter of judgment; but our thinking 
is that we do not want to, plant too much seed whereby we choke the 

rowth.. It is: like planting your. lawn or anything else. If you 
just scatter around too:much of it you are. not going to get the re- 
sults that you. get ‘from, careful planning. I would like to ask Mr. 
Kochi to comment on it from the standpoint of the study. 

Mr. Kocu., From ‘the standpoint of the study, I can make two 
comments: One ,is I do not’ think there is any question, Senator 
Proxmire, that: tlie senlitien would be opened to.all. lines of busi- 
ness and ‘not just: manufacturing. _What appears from the study, 
I think, is:that the most Jikely success will be in small growing man- 
ufacturin companies. They will be the firms that will merit the 
most funds, so'most capital will probably go in that line. 

Senator Proxmire: In spite of the fact that they constitute only 
about 8 percent.of small business generally ? 
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| FINANCING SMALL BUSINESS 71 
Mr. Kocu. That is right. \ 
Senator Proxmire. I have seen growing retail establishments, a 

number of them, in my State and elséwhere, handicapped also by 


lack of capital.’ It is unlikely that they will take adavantage of 
this ? 


Mr. Kocu. No. | 

Senator Proxmire. They may have initiative, and ability, and so 
forth, just like the manufacturers. 

Mr. Kocn. They may. 

Senator Proxmire. Unless they, want to establish 2or 3,other 
stores ¢ 7 ; 

Mr. Kocu: I do not think they, will have as much attraction for 
‘apital because they do not have the profit and growth, potential as 
manufacturing concerns. Retailing is pretty well covered. One of 
the studies, you remember, went.into that, and the retail trade is” 
one industry which is pretty well covered. You do have the prob- 
lem of the independent supermarket trying to get ahead and com- 
peting with the large chain. He wants funds, but there’ is: little’ 
evidence—at least' to the contributor to the study. who covered that. 
problem—that there is as much community need, for his services as 
there. is' for thé manufacturer. In other ‘words, the economic basis 
of an increase in stnall business capital lending will be mainly in 
the manufacturing area, in spite of the fact that m termis of number 


‘and size’ they are in the minority in the, small business universe. ; 


Senator Proxmire. I see. 

Mr. Chairman, this will take just a minute. It is not directly and 
completely on the bill,,but it certainly pertains to small. business. 

U. S. News & World Report had an article recently .in which they. 
indicated this policy of the Federal Reserve in reducitig the redis- 
count rate and increasing reserves has had a very minor efféct, and 
is going to have almost no effect for the remainder of this year, in 
reducing interest rates for the home buyer and for small business 
generally. ‘They will continue to have to pay about.the. same in- 
terest: rate, or maybe a little bit less, than they have been. paying. 

I am wondering if in your judgment there is any action we.can 
take or we should take to assist the small-business man and home 
buyer to pay lesser interest rates, or, if you think this, analysis’ by 
the U.S. News & World Report is not correct ? 7 

Mr. Martin. I have not read the analysis, but I would think it 
is not correct. 

Senator Proxmire. It is’ pretty well, documented and they made’, 
this study all over the country and had: a number of instancés listed.. 

Mr. Marrttn. How recently was it made? 

Senator Proxmire. About 2 weeks ago, 

Mr. Martin. Well, things have happened even during the last 2. 
weeks. 
Senator Proxmire. I asked you when’ you were up here before, 
Mr. Martin, as to whether you,thought any further reduction in the’ 
rediscount rate would cael in more borrowing in view of the fact 
that it would seem most sound loans were being made at-that time, 
about 6 weeks ago, at. the time your Board decided to reduce the 


. rediscount rate. I wondered what made you change your mind. 


Mr. Martin. That is right. Well, I did my best on that occasion, 


e 
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Senator, to answer you without being untruthful, because, as you 
know, we were contemplating action that very afternoon. 

Senator Proxmiret. Yes; 3 hours after you answered me it was 
announced. ) 

Mr. Martin, If you will look at. it, I was doing my best without 
disclosing that, because we must not be charged with leaks, as we 
aré occasionally, ..in'the Congress and elsewhere—I was doing my 
best to-explain it to you.. 

Now onthe discount: rate. I think the discount rate unless there 
is considerably more .pressure. than there is at present, has become 
largély academic, as far. as: borrowing from the Federal Reserve is 
concerned. When you have heavy borrowing from the Federal Re- 
serve, ‘why, naturally, the discount rate is important. We ‘like to 
keep those rates attuned somewhat, in relationship to. the bill rate, 
the short-term riite.’.So we were thoroughly justified, as the short- 
term rate has gone down, in.taking further steps to reduce the re- 
discount ‘rate.’ It was reduced Friday of last week to 134 in accord- 
ancé witli the bill rate, which. is hovering around 114 percent, which 
is a better relationship than the 214 percent. 

The demand fot ‘credit has been diminishing. We have tried 
to work between thé Scylla and Charybdis of just flooding the money 
market with funds which, will go indiscriminately into investment 
financing by the banks because they.do not have the loan demand 
they. had, -before ,and ‘therefore put such dramatic pressure on the 
bond market that it .will-unsettle the money market. We have had 
an extremely, good bond market in the State municipal quotations 
for the first 3 months of this year. I might have to ask Mr. Young 
to check this, but I think it will be an alltime record. 

Mr. Youna. That is correct. 

. Senator Proxmmee. You say this is State municipal ? 

Mr. Martin; State and municipal securities. 

Senator CrarK. Do you mean it is the alltime record in the amount 
of bonds sold?’ 

Mr. Martin. ‘That is right. 

Senator Proxmire. At about the rate of $7 billion annually. 

Mr: Martin. I would think a little more than that. Mr. Young 
says more than that. I think it is higher than that, but it is a very 
substantial volume, you see. ; 

Senator Crark. If the Senator will yield briefly, the interest rate 
on those, municipals has gone down substantially too, has it not? 

Mr. Martin. Oh, definitely.: And the short-term rate, as I pointed 
out at the time we were discussing it, Senator, had the most dramatic 
fall I can recall. ae 

Senator Crark. What I cannot: understand is why this is not 
réflected in mortgage rates. y 

Mr. Marttn. It is being reflected in mortgage rates. Not as rapidly 
as 





Seriator Crakk. I wish you would tell my bank that. 

Senator Sparkman. I will say in tliat connection one day last week 
there was an article im the Wall Street Journal, I believe, that treated 
that situation, and called attention to the fact that in New England 
and. in'-New York particularly home mortgage interest rates had 
already started down. I believe it: made the prediction that money 
we made available recently in the emergency housing bill would not 
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all have to be used. Apparently the thought there was that. interest 
rates would continue to come down, or, rather, it’ would spread 
throughout the country. 

Senator Crarx. I have been telling that to two very able friends 
of mine in Philadelphia and the District of Columbia, without mak- 
ihg any impression on them so far as a reduction in a particular 
mortgage in which I have a keen personal interest is concerned. 

Senator Casg. There are other factors there. 

Mr. Youna. There is one very large lender in the Northeast on 
Friday who reduced the rate on FHA mortagages to 434 percent. 

Senator Proxmire. FHA ? 

Mr. Youna. Yes. 

Senator Proxmire. In the northeastern part of the country ? 

Mr. Youna. Yes. 

Senator SparkMAN. Of course, that is the area in. which the -in- 
fluence is felt. There is always a lower rate of: interest in New 
England and New York. 

Senator CiuarKk. Are you through, Senator Proxmire ? 

Senator Proxmire. Yes, 

Senator Crark. Senator Case. 

Senator Case. I have just one question; Mr. Chairman. I will ask 
Mr. Martin to make any comments he may. wish to make on the general 
question of whether any or all of these proposals would have a marked 
effect and, if so, what kind of effect, on increasing or reducing the 
scope or effectiveness of indirect credit or monetary controls over the 
economy, and any indications. that may seem to him in view of his 


experience to be involved here. 


Mr. Martin. I would not think the principles we have outlined here, 
which are incorporated to a large extent in this committee print that 
I mentioned earlier—I would not think they would have any or make 
it more difficult for the general controls to operate. Nor would they 
necessarily insulate small business any more than it is presently insu- 
lated from whatever impact there is from.a rising tide of demand for 
credit at a particular, time, if the credit pool ‘as a whole is diminished 
or increased. 

Senator Case. Is that same general comment applicable to all of the 
bills, or all of the proposals we made? 

Mr. Martin. I would want to examine the bills again. But I would 
think that if you went into the Federal Reserve System—-set up 12 
small business capital banks for’example, that there would be more 
impact on credit policy and more tendency to make it difficult to keep 
high-powered dollars from getting into the machinery, than. by an 
approach of the type we have outlined. ! 

Senator Case. I do not have any further questions. 

Senator CLark. Before you go, Mr. Martin, there is one aspect of 
this I would like to explore with you briefly. To get the benefit of 
your thinking, not only as the Governor of the Federal Reserve Board, 

ut. also because of your former experience-as the president of the New 
York Stock Exchange, as to what kind of people you think could be 
induced. to put up the 50 percent of additional capital over and above 
that which the Government would be called to put up under the eom- 
mittee print bill for these small business investment companies. I 
have a little difficulty in visualizing what kind of entrepreneur: and, 
what. sort of businessman would interest himself in this kind of a ven- 
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ture. I would be a little worried that maybe they would not be forth- 
coming, and I would like a little more background on the situation. 

Do you think, for example, some of these outfits, and I will pick one 
at random, like J. H. Whitney & Co., which are currently in the market 
for small. business investments, or perhaps some of the Rockefeller 
interests, which occasionally have done the same thing, would be the 
type of entrepreneur you would look forward to getting into this field ? 

r would you think it would be interests affiliated with commercial 
banks who wahted to see some kind of a companion institution to which 
they could refer their.small business customers when. the kind of Joan 
and the kind of financial assistance they wanted was outside the scope 
of a.commercial.bank’s normal functions? Does that give you enough 
background as to what I am searching for? : 

- Mr.,Martrn. Yes, I:think you have’covered it very well. I think 
this would be attractive to both types. I think it is going to require 
some salesmanship, as all of these things do. But there are similar 
things as we point out in this study, for example, take the investment 
trust in.atomic' energy shares—that type of thing. There is one of 
them right herein Washington, D.C. There is that type of thing. 

‘In the days when I used to. be in the investment banking business, 
there was a great deal more shoe leather ‘than now attached to trying 
to finance the small-business operation, and*it was more profitable 
than in recent years, where the costs of underwriting have gone up to 
a large extent. There have been a lot of people who have gotten 
associated with the larger investment banking firms, and found there 
enough business'so that. there has not been any particular incentive 
for them to continue in the other field, in the high-cost, high-risk 
operation: 

Senator .Crark. That:is what concerned me. It would seem to me 
if this plan, the general plan set forth in the committee print, is to 
be successful, we have to have some very able, bright businessmen, 
who can-look forward to making quite a lot of money out of actively 
identifying themselves with one of these investment companies. 

I do. not think, and I wonder whether you would agree, that you 
could expect. this to be done on a pro bono publico benefit basis. The 
fellow has to wear out shoe leather and has to expect a major return. 
I_wonder whether. on the basis of your experience you think that that 
kind of an:individual’ would be forthcoming and also perhaps if you 
would agree with me that it has to be a sort. of acquisitive instinct 
and not quasi-charitable. 

Mr. .Martrn, Our whole approach is that it has to be on an ac- 
quisitive instinct basis. ‘That is why we discarded here the thinking 
that if a small business could be financed some other way a financing 
institution of the kind contemplated to assist small business should 
be precluded from supplying funds, because if you do that it means 
that the entrepreneur does all of the early stages of the work and 
turns it over at the profitable point to some existing financial 
institution. 

I cannot see the incentive in that. I could not see in that the in- 
centive ‘which would lead’ people to do it. I do not think you can 
speak with certainty about this type of thing, but I do happen to be- 
lieve we have a very bright future for the economy ahead of us. I 
believe that the opportunities in this sort of thing will grow, if my 
judgment of this future is correct. 
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Senator Criark.' Let me put it this way: Would you feel if: you 
were advising a young man with some background in the investment 
business as to the potential in the future of actively identifying him- 
self with one of the investment companies contemplated by this legis- 
lation, that. you would be inclined to give him a green light and en- 
courage him to go into it as a useful and helpful career, and one in 
which he could make some money too ? 

Mr. Martin. Definitely so. I might say as an aside, I was down 
at the university over the weekend and talked with some young law 
graduates who have been studying in this field: I-talked with one of 
them after a little lecture I gave there during the:morning, and I 
almost made that comment-to him. I was not talking about this pre- 
cisely, but talking about this genéral thing. 

Senator Crark. I assume when you say “the university” you mean 
of Virginia. ! 

Mr. Martin. That is correct. 

Senator Crark. Senator Fulbright ? 

Senator Futsrieut. Mr. Martin, I wanted to explore your think- 
ing a little more with regard to how this should be.set up. It has 
been suggested by some that the Small Business Administration 
should simply be given this additional function. I notice in your 
statement at one point you stated you do not think this activity should 
be limited by the provision that they must show they have failed to 
obtain capital in other places. That certainly is the criterion that 
must be used before one can get a Small Business Administration 
loan. 

However, on the question of administration, do you feel SBA 
would be a proper place to put it ? 

Mr. Martin. I think it could be placed in the Small Business Ad- 
ministration. Incidentally, while you are mentioning that, we rather 
regretted the fact that. one of our participants in this study: was 
quoted in the Wall Street Journal as indicating that the Small Busi- 
ness Administration was a distress operation and served. no other 
purpose beyond that. That was not the Board’s statement—I throw 
= in parenthetically—but the statement of a contributor to the 
study. 

I think the Small Business Administration has performed a useful 
service, although I am not completely abreast of it. 

But I think there are some advantages in the new program to hav- 
ing ‘the accounting completely distinct from existing activities. If 
this is to be the self-supporting, self-sustaining operation. that I 
would envisage it to be under this program, why, it seems to me to be 
desirable to have it distinct, but I do not think 

Senator Fu.tsrient. Have you noticed the provisions of the pro- 
posed bill which will be introduced today; the committee print (S. 
3651) ? 

Mr. Martin. Yes. 

Senator Futsrient. It is coordinated, but it is separate. It should 
be coordinated under a policy board, but. it has a separate Small 
Business Investment Administration. It strikes me that has much 
merit to it. ‘There would be long-term and short-term’ loans and the 
present Small Business Administration would run into several dif- 
ficulties. 
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I can see where the commercial banks would be very suspicious of 
a connection between the two. They have their doubts about the 
Small Business, Administration now, but I think it would only make 
it worse if the new institution were joined with SBA.- I am afraid 
if you mix and merge the two activities you might cause considerable 
confusion. It will be so for both parties, as a matter of fact: 

If you have not completely developed your thought on that point I 
hope you will, because I think it is a crucial matter as to how we 
start it. The idea is that you foresee the time when it will become a 
private operation, which is not the case with the Smal] Business Ad- 
ministration, and which is another reason to keep it separate so that 
it may move on toward private ownership, which I would hope it 
would do as many of, these other agencies have. 

Mr, Martin. i have no question in my mind. I do not think the 
bill would be ruined, let us say, by giving’ it to the Small Business 
Administration, but.I would certainly prefer this form. 

Senator Futsricut. That is what I meant. I-have that feeling. 
It is not because I do not trust the Small Business Administration, 
but it is a different function, I think, and the future of the two activi- 
ties is quite different. We hope if it succeeds it will go on and become 
a privately managed and operated institution just as these other suc- 
cessful operations have. 

Senator SparkMAN. May I offer a suggestion there ? 

Senator Futsrient. Yes. 

“Senator Sparkman. As of the present time the Small Business 
Administration is not a permanent agency. 

Senator Futsrieut. No. But even if it were a permanent agency | 
think the functions we anticipate here are. sufficiently different to 
warrant a distin¢tion—with proper coordination—but a distinction 
in its identity and ‘its legal setup. so that it may grow on toward a 
private ownership corporation if it works as successfully as I hope it 
will. Do younot'think that is correct ? 

Senator SparkMAN. Yes. 

Senator Fursrient. I think there is difficulty in administering the 
two concepts, that‘is, the short-term lending such as the Small Business 
Administration does, and this concept of long term or equity capital, 
as they are essentially different. 

Mr. Martin. That is right. 

Senator Fursriont. I think it might cause criticism of the SBA and 
also tend: to restrict its legitimate activities. But when it comes to 
legislation, in the final analysis it is always a very important matter 
to make the decision as to how to set it up. If you have any further 
thoughts along that line, or second thoughts, we will certainly welcome 
them.. You are clear you do not want to doit. You do not think the 
Federal Reserve should be given the responsibility. 

Mr. Martin. That is our judgment. 

Senator Funsrient.. I believe that is all at the moment. 

Senator Crark. Mr. Martin, I am not too ¢lear as to your views on 
the status of the Federal participation in creating one of these small 
business investment companies... You advocate, I think, that the 
participation should be 50-50 as between private capital and the 
Federal Government. But I do. not think anybody asked you, and I 
do. not recall that you took the position in your statement as to 
whether the Federal participation in the capital of such association 
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should have a priority or should be subordinated, or should be pari 
ete with the private contribution, so far as getting the Federal 

overnment out of the deal at the earliest possible moment is con- 
cerned, or with respect: to protecting the Federal investment. 

Do you have any views on that ? 

Mr. Martin, I think our thinking was entirely pari passu; am. I 


‘correct on that ? 


‘Mr. Young. That is right. 

Senator Ciark. The committee print calls for not only the Federal 
contribution pari passu, as you say, to the capital of these investment 
companies, but also authorizes Federal loans. Do I take it you would 
be opposed to that section of the conimittee print? Or perhaps you 
do not want to express any view on it at this time? 

Mr. Martrn. I would rather not express a view on it at the moment. 
I would like to study it a little bit more carefully. 

Senator Crarx. You can see the problem.. it would be very helpful. 
indeed to get Federal credit to get these companies in business. and 

ret it is also highly desirable to have that Federal credit participation 
1eld to a minimum, and terminate it as soon as you can get a successful 
private enterprise undertaking on the way. 

I personally think I would tend to support the cornmittee print, and 
in the initial stages authorize Federal loans as well as. a Federal contri- 
bution to the underlying capital stock of the investment company. 
Of course, your views on that would be of great interest. not only to 
the committee but to the Congress, and I would much rather not have 
you do it off the top of your head, but give us a letter on it later if you 
feel you would like more time.to think it over. 

Mr. Martin. I will give you a letter on it. I think I would go 
along with the committee print, S. 3651, but I will give you a letter 
on it. 

(The following was received with reference to the above :) 


BOARD OF GOVERNORS, 
FEDERAL RESERVE SYSTEM, 
April 25, 1958. 
Hon. Josepu S. CLarK, 
United States Senate, 
Washington, D. C: 

DeaR SENATOR CLARK: At the conclusion of my testimony before. the Small 
Business Subcommittee of the Senate Banking and Currency Committee, you 
asked for my views as to the most appropriate form and amount of the Govern- 
ment portion of funds of any new program of small business financing. 

As I understand the provisions of the bill drafted by your committee staff, 
it would permit Government subscriptions to.the capital of any one small business 
investment company of up to $250,000, or half the, minimum capital required to 
start such a company, and Government loans of up to 50 percent of the company’s 
total paid-in capital and surplus. The maximum Government contribution, 
through both capital subscriptions and loans, could therefore equal two times the 
amount of funds raised initially from private sources. As private capital 
increased, the proportion of Government to private funds would decline; staff 
calculations indicate that when private capital subscriptions reached .$750,000, 
the maximum Government contribution’ would then be on a matching basis. 

Recognizing that there may be a need.for initial Government capital Subscrip- 
tions to stimulate the formation of investment*companies, I would nevertheless 
prefer to see the maximum total Government ‘financing. involved limited to an 
amount no larger than the capital subscribed by private invéstors. To this end, 
I would suggest that the formula might be revised to limit Government subscrip- 
tions to capital stock to a smaller sum than provided for in the committee-staff 
bill, say, to $100,000 or $150,000, but maintaining the provisions permitting 
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Government loans up to 50 percent of total paid-in capital. This would keep 
the Government contributions, to approximately the same amount as the capital 
contributed by private investors. It would also have the advantage of keeping 
the Government stock interest a minority one. 

I stress the need for private investment not only because I feel this is the 
soundest approach to the problems of obtaining financing for small businesses, 
but also for:the collateral benefits that will accrue from private participation 
in the program. Moreover,’ if Government financing were to dominate the pro- 
gram, there would undoubtedly. have to be restrictions on the operations of‘the 
investment, companies that might seriously hamper their ability to operate 
successfully. 

Sincerely yours, 
Wm. McC. MarrTIN, Jr., Chairman. 


Senator Ciark. Thank you, sir. If there are no further questions’ 


I would like to express my very deep appreciation to you, Mr. Martin, 
and your colleagues for coming up here'today. It is the most hearten- 
ing thing to me to see an individual in your position—thought unjustly 
by so many people in the Congress and elsewhere as being. of a rather 
conservative trend of mind—show the imagination and interest in 
picking up what I think is a gap, whether we call it the Macmillan 
gap or not, in our economy. 

It is personally most heartening to me to see you take so constructive 
an approach. .1 want to thank you very much for the great help you 
have been to all of us. 

Mr. Martin: Thank you. 

Senator CiarK. The hearings will recess until 10 o’clock tomorrow 
morning at which time we will hear from Mr. Barnes of the Small 
Business Administration. 

(Whereupon, at 11:45 a. m., the subcommittee recessed until 10 
a.m. the foNowing day, Tuesday, April 22, 1958.) 
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TUESDAY, APRIL 22, 1958 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY; 
SUBCOMMITTEE ON SMALL BusINngEss, 
Washington,-D. C. 

The subcommittee met, pursuant to recess in room 301, Senate 
Office Building, at 10:05 a. m., Senator Joseph S. Clark. (chairman 
of the subcommittee) presiding. 

Present: Senators Clark; Robertson, Proximire, and Capehart. 

Also present: Senator Bush. 

Senator Crark. The subcommittee will be in session. 

Our witness this morning is Mr. Wendell B. Barnes, Administra- 
tor of the Small Business Administration. 

We are very happy to have you, Mr. Barnes, as always, and look 
forward to your testimony. I see you have a statement in typewritten 
form. I suggest you. just. go ahead with it, with the thought in 
mind that other members of the subcommittee might come in. I 
know you do not mind interruptions. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. No. sir. 

Senator CLrark. You may go ahead in your own way. 

Mr. Barnes. Thank you, Senator. 

I am. appearing here today at the request. of this committee to 
discuss a member of legislative proposals, all designed, in one fashion 
or another, to make equity capital and long-term credit more readily 
available to small businesses. 

This committee and its staff should be complimented for the fine 
work in has done in developing information and conducting studies 
relating to small-business financing. In addition, the Federal Reserve 
System report on financing small business, published by your com- 
mittee, has been invaluable to the Small Business Administration 
in considering the general subject and.in the development of the 
legislation which we are recommending. 

Most. observers concede that the small business enterprises do 
not have ready access to all the long-term credit and equity capital 
which they may need. I have testified to this effect on.a number 
of occasions before this committee and other committees of the Con- 
gress, But, while there may be general agreement as to the existence 
of such credit gaps, there is little precise evidence as to the extent 
of the gap. Consequently, there is more diversified opinion as to 
the need for additional sources of long-term credit and equity capital. 
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The Small Business Administration’s business loan program has 
been an important source 6f long-term credit ‘for many of the smaller 
enterprises. However, ..this . financial assistance program as. it 

resently exists*has ‘certain reasonable limitations which are contained 
in the Small Business Act. The loans:we now make must, under 
the statute, “be of such sound value or so secured as reasonably to 
assure repayment; * * *” With certain minor exceptions these loans 
may not be in an amount in excess of $250,000; nor may they exceed 
a term of 10-years. While I do not believe that these conditions 
are unduly restrictive, nevertheless, as I have indicated, it does not 
appear that. this lending program, in its present form, ‘meets: all 
of the financing needs of the small‘ business enterprises. 

In considering the availability of credit to small business, I am con- 
scious of the existence of the many and varied private institutions 
which contiriue to do a magnificent job in supplying the credit needs 
of small-business concerns.’ These institutions often do not receive: 
the encouragement and praise that they so justly merit. But, if private 
enterprise is unable to supply, the capital and credit necessary to the 
healthy growth of the small-business segment of our economy, then 
it may be necessary for the Government to stimulate the formation of 
new financial. institutions and provide new avenues of long-term 
financing. : 

‘The problems encountered in any equity capital financing program 
are infinitely more complex than those met in intermediate or long-term 
eredit financing. In the case of credit financing, a requirement of 
collateral and ability to repay within a period of years places an auto- 
matic and relatively clear-cut limitation on the sued 
applicants. In the case of equity capital financing, however, there ‘is 
no equally. objective method of evaluating the risk and determining 
eligibility. Thus, if no objective method of determining eligibility 
exists,.it is most difficult to determine to whom equity capital financing 
shall be extended and, therefore, what the limits of the program shall 
‘ be; the demand for equity capital may be limitless. In the case of 
credit financing, collateral can protect the lender; in the case of equity 
financing, the investor is protected only to the extent that he has 
correctly analyzed the potentiality of the business and is granted an 
opportunity to have a voice in control of the management. This is 
a function for'which the Government is ill adapted. 

Senator Crark. Mr. Barnes, it is true, is it, not, that these difficulties 


which you referred to in the paragraph you just read confront every , 


investment banker in the country when he determines whether to float 
a stock issue ? 

Mr. Barnes. Yes, sir. This is true, but he is not exercising the man- 
agement or control when he floats a stock issue, but he is merely analyz- 
ing the future prospects. of the business; and the ultimate owner of 
the equity does exercise the management function. 

Senator CLark. I would yield to my friend from Connecticut in this 
field: because he is so much better versed than I am in respect to the 
work of investment bankers, but I cannot see offhand why the problem 
of.a governmentally sponsored corporation to help with equity financ- 
ing should ‘be so seriously different from that of, let us say, Brown, 
Harriman, Whitehall, or any one of the big investment banking firms 
of this country, -[ am wondering why you are so timid about it. 
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Mr. Barnes. I did not mean to give the idea, sir, that: I am timid. 
I was merely discussing the general function. ‘The function as I see 
it, and I would certainly defer to Senator Bush as you did, is to handle 


.the underwriting; not to own the initial equity, and not to leave their 


funds in the particular issue of securities. Whoever finally does have 
their funds in there does follow it through their ability to vote for 
management, and things of that nature. 

My point here was the Government itself is not in a particularly 
good position to exercise.that kind of function. 

My next paragraph says it should be. done through intermediate 
financing agencies that can exercise that function. 

Senator Busu. Mr. Chairman? 

Senator Cargenart. I would like to say something there. 

Senator Rosertson. I want to'make an observation. 

Senator Ciark. We will have to question one at a time, gentlemen. 

The Senator from Virginia. 

Senator Rozerrson. I want to make the observation I do not want 
to interfere right now with Mr. Barnes’ presentation of his testimony, 
but I do want to say I am a little timid myself about this new venture. 
I was very anxious to see the old RFC abolished and when your agence 
was set up I was thinking it could be developed into another RFC 
without the privilege of making big loans to help carry the overhead. 
But I went along in a dubious sort of way. 

I am a little bit timid at making a competing agency to make small 
loans and do the same work you are doing and duplicate your overhead 
when we know it could not be set up before the end of this year, and if 
this depression is not over by theend of this year, it is worse than any- 
body realizes at this time. 

So I want to go to some of the real details involved in this proposal 


.at the present time. 


Mr. Barnes. Yes, sir. 

Senator Roserrson. If you express the view that you‘are a little 
timid about it, I want to say you have some friends on this side of the 
bench in this same position. 

Mr. Barnes. Yes, sir. 

Senator Ciark. Senator Bush. 

Senator Busu. I think Mr. Barnes’ statement in that, paragraph is a 
very sound statement. I think he has drawn the distinction there 
between equity capital and loans, and there is a very marked dis- 
tinction. b one case you have very much of a preferred position, and 
in another case you do not have any preferred position. A good 
deal depends on your judgment in the small enterprise and your policy 
us you establish it or pass it on to the management. When he con- 
cludes that this is a function for which the Government is ill adapted, 
[ can see what he is thinking about. I think it is a reasonable state- 
ment. 

Senator Ciark. The Senator from Indiana. 

Senator Carenart. All that is involved in this legislation is if the 
Federal Government is going to furnish equity capital it likewise will 
have to accept some snmiambilets for the management. 

Senator Busn. That is right. 

Senator Carrnart. If we are going to accept some responsibility. for 
the management we will have bureaucracy here in Washington helping 








ae ’ 
82 FINANCING SMALL BUSINESS 


to run X number of small businesses in the United States to which it 
Joans money. That is the problem. 

Senator Cuark. I appreciate I started this, and perhaps it would 
have been wiser if I had ‘not. So let us defer the philosophical dis- 
cussion until later. , 

Senator Carenart. ‘There ‘is nothing philosophical about it at all. 
It is a practical matter. 

' Senator Cuarx. The Senator and I: frequently disagree on these 
matters. . I suggest we go ahead. 

Senator CaPEHart. I am very happy we are in disagreement on a 
lot of matters. 

Senator Crark., Let-.us stop this. You may have the last word. 
Go ‘ahead, Mr. Barnes. 

Mr. Barnes. I have reviewed the legislative proposals pending be- 
fore this committee in the light of ‘certain principles. which -I feel 
should govern any legislation designed to supply equity capital financ- 
ing. It would ‘be useful, I think, briefly to discuss these standards, 
which, as I say, are my own. 

1. The program must ‘be flexible and susceptible of controlled ex- 
pansion. 

I. am mindful of the fact that all the proposed equity capital pro- 
grams are essentially experimental. For myself, I do not know.the 
answers to many of the questions raised by this problem. Moreover, 
T do not believe ‘that these answers are readily available. It is wise, 
therefore, frankly to acknowledge the experimental nature of these 
programs and ‘the necessity to move carefully but: with a high de- 
gree of ingenuity if financial disaster to small enterprises and waste 
of Federal funds it to be avoided. Thus, any program considered by 
this committee should be flexible and should contemplate controlled 
development and expansion. 

2.: Presently existing Government facilities should be utilized. 

Since the proposed programs are experimental it is not desirable 
at the start to establish new, large, complex and expensive Government 
agencies organized to be staffed and to operate on a nationwide basis 
at least until the scope of the contemplated financing programs are 
ascertained and effective methods for meeting the financial needs of the 
small’business population are developed. 

In view of the foregoing, it is advisable to utilize to the maximum 
extent, presently existing Government organizations and facilities. 
My own experience has indicated that establishing an efficient Gov- 
ernment lending agency is a slow and difficult task. We were aided 
immeasurably in this work by having available to us a pool of trained 
financial specialists drawn from the RFC. When this source was 
exhausted I found, and I am finding it most difficult to obtain per- 
soniiel with the specialized training required by a Government financ- 
ing agency. Any new agency would find it difficult to locate quickly 
sufficient personnel with adequate financial experience to administer 
such a program, since such people are scarce and are well paid by 
private employers. We find we can increase our staff by adding 
trainees to work under the direction of experienced men. 

Senator Ciark. Let me interrupt just to ask you to comment briefly 
on this thought. Do you think that the type of activity which is con- 
templated by this committee print. bill, which is S. 3651, is the kind 
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ef activity into. which the Small Business Administration could 
readily go, or is it something essentially, different ? 

Mr. Barnes. I am firmly of the opinion it is the kind of thing we 
could readily go into; I develop that further in this statement, under 
the titles which refer to the loans to dévelopment credit corporations ; 
insofar as they are mortgage loans they are a‘type of loan similar to 
that which we presently make. As a matter of fact, we have’ made a 
few of those loans. 

Senator Ciark. You have had a chance to study S. 3651 so your 
testimony is in the light of your study of that suggestion’? 

Mr. Barnes. Yes, sir, | I will be glad to develop that further later. 

3. Private financing institutions. and local’ and State institutions 
must be utilized to the maximum extent. 

The ‘next principle I deem important—and these principles are not 
stated in aie of importance—is, first, that private financing institu- 
tions:and, second, that public, local and State financing institutions 
should be utilized to the maximum extent that they are able to con- 


- tribute to the new programs. 


Only when it is clear that the potentialities of existing private, local 
and State institutions have béen exhausted, should consideration be 
given to the establishment of a new Federal agency, and to the utiliza- 
tion. of Federal funds,.to supplement the funds: of institutions en- 
gaging in this type of financing. 

4. Active participation of local organizations and private capital 
must be encouraged and required. 

As I have. stated, investment: of equity capital as contrasted with 
credit financing is a complex operation which the: Federal Government 
is ill adapted to handle. From the Federal point of view, therefore, 
it is necessary to utilize the services of intermediate credit institutions, 
whether they be wholly private organizations or State or local develop- 
ment corporations. Their activities must be encouraged. They are 
familiar with the total economy of the community being served by the 
borrower and have a direct interest in the economic development. of 
that community. They are familiar or may become familiar with 
the character of the borrower, his capacity, and the potential of the 
business. 

Moreover, by requiring: such intermédiate credit groups to share 
substantially and significantly in the risk of investment, the Federal 
Government can achieve a degree of protection for its funds. These 
groups can render supervision and management assistance that is 
urgently required in risk ventures but difficult to obtain from the Fed- 
eral Government, although SBA, due to its present functions. and 
organization, is better equipped to take part in this phase of the 
program than a new agency could be for some time. 

It is therefore a basic principle not only that existing intermediate 
credit institutions should be utilized in the contemplated financing 
programs, but that provision should be made under the Federal legis- 

ation to provide incentives for the formulation of such institutions 
and their active participation in the Federal programs. 

5. The Federal Government. must avoid ownership in private 
business. 

Business concerns must remain free of any Government proprietor- 
ship through stock ownership or otherwise. 
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Senator Carenart. Will you yield for just a moment? 

Senator CLark. Senator Ceniiart 

Senator Caprnart. Can‘you tell us how you'are going to avoid own- 
ership if you are going to purchase equity capital ? 

Mr. Barnes. We have provided for it in'the bill I im recommending, 
Senator, by providing that the intermediate financing organization, 
the investment associations, take convertible debentures as evidence of 
their loans. They extend-their financing in the form of a loan to the 
borrower or the business. é 
' Senator Caprenart. You mean you are going to loan to a ¢redit 
association ? : 

Mr. Barnes. That is right. 

Senator Carenart.. What sort of a document are you going to 
take? 

Mr. Barnes. We will take a debenture, but the question is—— 

Senator Carrnartr. You will take a.debenture? 

Mr. Barnes. Yes. 

Senator Carenart. What is the credit association going ‘to take? 

Mr. Barnes. They are going to take a convertible debenture, which 
means it:is convertible to stock under certain defined circumstances. 

We have in this bill a requirement that if this association converts 
to stockownership they may do.so up to: the amount of their own 
paid-in capital surplus. If they go beyond that then Federal funds 
could. be secured: by equity ownership: in the hands of the association. 
The Administrator is given authority to require, or there is a general 
requirement, that they must dispose of such stock. So Federal funds 
would. never be represented. by equity ownership in the converted 
stock, unless there were some strong mitigating circumstances of 
some kind. 

I can visualize how that could happen; if an investment associa- 
tion converted to stock, and it was very profitable, they may not want 
to: sell it; it might be to their advantage to keep it. It would be 


unwise to require them to convert immediately. An administrator 


might give them permission to retain that stock until they had raised 
a sufficient amount of capital and reinvested it in this association so 
that Federal funds would not be represented by converted stock in 
the portfolio of the investment association. 

Senator Crark. Senator Bush. 

Senator Busu. If the venture were as successful as you visualize 
it, then no doubt they could borrow privately sufficient to pay off 
those Federal debentures. 

Mr. Barnes. Yes, sir. 

Senator Busn. And thus avoid the possibility of any Federal 
participation in the equity. 

Mr. Barnes. That is contemplated and, of course, it is further 
contemplated that the Federal Government will eventually get out 
of this type of financing in any individual association by the require- 
ment that each borrower use 5 percent of his loan to purchase stock 
in the investment association. 

Senator Carrnart. Your firm recommendation is that the Federal 
Government loan money to credit associations; never do business 
directly with the concern which is getting the money. 

Mr. Barnes. Not under this program. Yes, sir. 
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Senator Carenart. The Government. will always being doing busi- 
ness through an intermediary. 

Mr. Barnes. Yes, sir. 

Senator Crark. To go back to your point 5, the Federal Govern- 
ment must avoid ownership in private business, you say there. There 
is not a single one of these bills that calls for the Federal Govern- 
ment having any ownership in-private business, and that is as true 
of S. 3651 as the program you are recommending. 

Mr. Barnes. That’is correct. There may be a possibility in some 
of them that there could .be an amount of converted stock in excess 
of the investment association’s. capital and surplus. That is my 
recollection of it. I do not want to testify'to this incorrectly. 

Senator Carenart. I believe the bill called for the Federal. Gov- 
ernment putting up 50 percent of the money in the so-called credit 
associations. Is that right? 

Mr. Barnes.. Yes; sir. 

Senator CrarK. That is the S. 3651 and not Mr. Barnes’ bill. 

Mr. Barnes. Yes, sir. 

Senator Carrnart. Then the Federal Government: will loan half 
the equity in the credit associations, will it not? 

Mr. Barnes. I believe it is in the form of a loan. 

. Senator Crark. But what we are talking about now is that in 
none of the bills would the Federal Government have ownership, in 
a private small business. In each instance under all of the bills the 
Federal money will go into an intermediate credit corporation which 
would in fact be the underwriter for the. smiill business. 

Senator Capenart. It would own the equity in the small business. 

Senator Crark. That is right. Or it might make a long-term 
loan. 

Senator Busy. And the capital might come partially, up to 50 
percent, from the Government. 

Senator Crark. That is right. 

Mr. Barnes. I am discussing principles which I believe were pres- 
ent in the minds of the authors of most of these bills. 

Senator Crark. I understand. I think your discussion is very 
helpful to us. I want to point out on point 5 we are all in agree- 
ment. I believe the Federal Government should not have any owner- 
ship in private business. 

Mr. Sentai Thus, the intermediate credit institutions of which 
I have just spoken must be encouraged, utilized, and interposed be- 
tween the Federal Government and private business to avoid direct 
ownership in private business by the Federal Government. 

Senator Crark. We are all in agreement on that, I think. 

Mr. Barnes. 6. The profit motive should be encouraged. 

While the “public interest” is a strong motivating force in the 
activities of local development and financing groups, the profit: motive 
should be paramount to give impetus and continuity to their pro- 
grams and to their ability to attract private capital. 

Let me interpose here to say, this is not just a generalized state- 
ment; there are a great many of these local development companies. 
There are some 2,200 of them that have been listed. Not all of them 
are active and many of them are one-shot transactions. They get 
together for the single purpose of building a building or doing some- 
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thing in their community. I believe these principles I am discussing 
here will give continuity to their activities. They will not be or- 
ganized just for one transaction; some-of the ones that are presently 
in existence will be encouraged to continue or will be reactivated. 

7. Delay in .establishing an effective program must be avoided. 

Next, the necessity is acknowledged for proceeding in any new 
program with all reasonable dispatch. This aim may be accom- 
plished first by utilizing existing private, local, State,and Federal 
organizations; and, second, by establishing a program that: is as 
. simple as is consonant’ with thé complex task to be accomplished. 
Elaborate procedures.and organizations must be avoided if possible. 

Senator Capenart. Mr. Chairman ? 

Senator Crark. The Senator from Indiana. 

Senator,Carenart. Did you say there were 2,200 such? 

Mr. Barnes. : Yes. 

Senator Caprenarr. Mr..Chairman, I suggest the list be made a part 
of the record. ; 

Senator Crark. Mr. Barnes, generally speaking can you amplify 
that a little bit and we will see if it-is desirable to put it in the record ? 

Mr. Barnes. I do amplify. it later on and if you want an actual 
list, there is a Department of Commerce publication in which they 
list all-of the local developmént companies in the.country. There were 
between 2,000 and 2,200. Not ali of them are active. In the study 
which this committee is publishing, to which I will refer in a few 
minutes there is a rather full discussion of this subject. 

Senator.Ciark: I will ask the staff to obtain a copy of the Depart- 
ment of Commerce’s publication referred to by the witness and have 
- it filed with the record in this case. 

Senator. Busn. Mr. Chairman, there it is. You do not want it all 
in the record, do you ? 

Senator CirarK. No, I said with the record. 

Senator Busn. :I want to make that clear. 

Senator Capéimart. Why not put it in the record ? 

Senator Busn. Because itis so bulky. 

Senator Ciark. We want to protect the taxpayers’ money. 

Senator Carenart. This isthe 2,200 names? 

Senator Busn. | Yes. 

Senator Carrnart. Is it in here? 

Senator Busn. I thought that was it. 

Senator Carrnart. This is the study and not the list of names. 

Mr. Chairman,.I make a motion that we make a part of this record 
the names and addresses of the 2,200. 

Senator Cirark. The Senator moves the names and addresses of the 
2,200 development companies or associations be made a part of the 
record. 

Senator Busu.. As an appendix. 

Senator Capruart. No. As a part of the printed record, so that 
every Senator can see it ‘on the floor when he gets a copy of the record. 

Senator Busn.: It can go in the back of the record. 

Senator Carenart. I don’t care if it goes in the back or the front or 
the middle. 

Senator CrarK. Is there an objection to the motion of the Senator 
from Indiana? 
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Senator Busu. I would like to modify it to say that it will go in 
the appendix and not in the record of the hearing. " 

Senator Carenart. All right. 

Senator Busu, Because it is a long list of names. 

Senator Carrenartr. It does not make any difference to me. : 

Senator Crark. Perhaps the Senator from Indiana will accept’the 
amendment. 

Senator Carrenart. I have no objection to it at. all. .I do not care. 
The record, will not be any shorter if this list goes in the back than, if 
it goes in the front. 

Senator CLark. Is there any further discussion ? 

I take it it is agreeable to the Senator’ from Indiana to have this 
list of 2,200 names and addresses made a part’ of the record and 
in the appendix, and we will be able to review the rest of the mond ie 
that way without undue delay. 

Senator Carrnart. I want it to be X number of pages. Whether 
it is in the middle, or the front, or the appendix, I do not care. 

Senator Crark. Without objection, the list will be made a part 
of the appendix of the record. (See p. 439.) 

Senator Carenarv. I think it is a very important thing that-we have 
it before us, because 2,200 of these existing organizations ‘at the moment 
are ina position to take advantage of the legislation we are talking 
about, and we ought to know their names and addresses, and where 
they are located, ‘and how many there are in each State, so we can 
analyze them: 

Senator Ciark. I suspect the witness will be able to enlighten ts a 
little bit more about that as he proceeds with his testimony. 

Mr. Barnes. Yes. 

‘8. Federal funds must be safeguarded. 

Practical and sound credit criteria and controls must be built into the 
program to safeguard Federal funds and thus.assure minimum cost 
to the taxpayers. To the extent possible, these criteria and. controls 
should be specified to guide administrative: judgments. and to protect 
private investors. 

Senator Crark. Are you going to consider that later: on a little 
bit-more in detail, so we know your view as-to the status of Federal 
funds? 

Mr. Barnes. Yes. 

ee Then I will not interrupt further at this point. 

Mr. Barnes. 9. Pirating of private industry through Federal sub- 
sidization test be pr ohibited. 

Federal assistance should not be used to subsidize any relocation 
of business so as to cause local hardship by significantly reducing em- 
ployment in any locality. 

Senator Busu. Mr. Chairman? 

Senator Crark. Senator Bush. 

Senator Busu. How are-you going to avoid that inasmuch as a de- 
cision does not rest with the Federal organization, but. with the 
intermediate organization ? 

Mr. Barnes. I think we have built prohibitions in each of these types 
of programs to avoid this as far as possible, Senator. It would be a 
requirement or a condition of the loan which the Federal Government 
made to the local association. 
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In some associations, since they would be chartered or would be 
approved by the Administrator of the Small Business Administration 
under this bill, there would be a very real control over them. In the 
case of development companies, the only way this can be done. is by 
loan conditions, but you are dealing with honorable men in. almost 
every instance in these development crédit companies, They are 
usually the best citizens in a city. 

We have made a number of loans to them ourselves and these are 
criteria which we have used, and used successfully, in our own loans to 
guard against pirating. 

Senator Busu. Thank you. 

Mr. Barnes, 10. Financial assistance shall not compete with private 
sources and must be limited to small concerns. 


The benefits of any equity capital or long-term credit program | 
should.be confined to sniall enterprises. The ‘lar ger concerns do not | 
suffer the disabilities characteristic of the small firms in seeking | 


equity capital. It is appropriate that the larger companies find their 
financing through traditional channels and that small firms use those 
channels whehever they are available under reasonable circumstances. 

With these principles‘in mind, I would like to recommend to this 
committee favorable consideration of the draft bill entitled the “Small 
Business Capital Act of 1958,” which on April 18, 1958, was submitted 
to the President of the Senate of the United States. 

Senator Ciark. To identify it for the record, is that S. 3643 7 

Mr. Barnes. Yes, sir. 

Senator Crark: Who was the principal sponsor of that bill ? 

Mr. Barnes, I believe Senator Thye, but I believe there are nine 
other Senators on it. 

Legislation:to authorize the Small Business Administration.to make 
loans to local and State development credit corporations and to small 
business. investment. associations is in accord with the President’s 
program. 

A section by section analysis of this bill has been made available to 
this committee: I should like to discuss somewhat broadly the out- 
standing features of the proposal. 

The draft bill approaches the problem of providing additional long- 

term and equity capital to small business through three main channels 
by authorizing several types of financial assistance to private local 
development credit groups, to State development credit corporations 
and to small business investment associations established to make 
equity capital available to small concerns. 
» While I do not anticipate that the bill, if enacted, will solve all small 
business financing problems, I believe it will open new and productive 
avenues to additional financing in accordance with sound principles. 
Much consideration has been given to the problem of devising methods 
of rendering prompt, practical and efficient financial assistance to 
small business... Experience under the legislation may indicate the 
necessity for modification of the program; but under the bill the all- 
important start is made. 

Senator CriarK. I think it would be helpful to us later, if you can 
conveniently do it, if, as you go along, you would compare the 2 
visions of your draft. bill S. 3643, with the committee print, S. 3651 
I think Tam right in saying,.am I not, that the approach to the prob- 
lem is identical ? 





. 


os; &® DM 


Fr ee i OS, 


—— , a a ae 


mit di» be 


ld be | 


ation | 
n the | 
is by | 
lmost e 


y are 


| 


e are | 
ins to 


‘ivate 


gram 
oO not 
eking 


| 


| 


their | 


those 
inices. 


> this | 


Small 
1itted 


nine 
make 
small 
lent’s 


ble to 
> out- 


long- 


nnels | 


loeal 
itions 
make 


small 


ictive | 
‘iples. | 


thods 
ce to 
e the 
e all- 


u can 
. pro- 
3651. 
prob- 


FINANCING SMALL BUSINESS Si 89 


Mr. Barnes. Yes, sir. Perhaps I can interpose right now, to give 
you aclear idea of what t the two bills are. 

Senator CrarK. All right. 
Mr. Barnes. The Committee print bill, S. 3651, and S. 3643 are 
similar in nature, except that under the committee print bill a new 
agency is created to administer the program. Under the bill I am 
recommending, S. 3643, the Small Business Administration conducts 

the program. 

Senator CrarKx. Let me interrupt you just a minute, Mr: Barnes. 

If it is'agreeable to the members of the committee, I would like to 
stop calling it the committee print bill, since it was introduced yester- 
day by Senator Johnson and a number of others, and call it S. 3651. 
The administration bill is S. 3643. I think we will avoid a, little con- 
fusion in what I guess will be a pretty voluminous record before we get 
through, if that is agreeable to my colleagues. 

Go ahead, Mr. Barnes. I am sorry to interrupt. 

Mr. Barnes. That is the principal difference between the two bills. 

In addition 

Senator Crark. Would you state that again? Iam sorty. I inter- 
rupted you. 

r. Dieses S. 3651 provides for a new agency to be created for the 
express purpose of administering this bill. 

Without going into the form of the agency, in general it is an organ- 
ization similar to the Small Business Administration, and,has a polic 
board of four officials, including the. Administrator of the Small Busi- 
ness Administration, and the Secretary of Commerce, and the Secre- 

tary of the Treasury, | in addition to:the Administrator of the new 
agency. 
Under S. 3643, the bill I am recommending, the progr am would be 
administered by the Small Business Administration. .Most of ‘the 
administrative features are the same under both bills. 

However, Mr. Chairman, I would call your attention and the staff's 
attention to the fact that there has been more coordination in connec- 
tion with this latter bill, and there are technical changes and amend- 
ments in it which we believe improves the legislation considerably. 
So.that insofar as the actual administrative features are concerned, I 
am sure that the staff will want to review that bill very closely. 

Senator Busu. Mr. Chairman, we have been given a comparison of 
these two bills here. 

Mr. Barnes. Yes. We will be glad to submit a comparison. 

Senator Busu. I was going to-suggest that this might be placed in 
the record at this point. 

Senator CrarK. I think we should, Senator Bush, if the staff is sat- 
isfied that this document, which was prepared rather quickly, should 
go into the record. 

Mr. Casu. We would prefer to go over this again before it goes into 
the record. 

Senator Busu. I will withdraw my request then, but I do think we 
ought to get a comparison in the record when we can. 

Senator CiarK. I agree, and I think it would be effective, if it is 
agreeable to you, Senator Bush, that we should make such a compari- 
son, and that it will appear in the record at the end of Mr. Barnes’ 
testimony. The staff will review the matter and put a comparison 
with which they are satisfied in the record. (See p. 120.) | 
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Senator Busn. That will be very satisfactory. 

Mr. Barnes. Title I of the bill recites the policy of Congress to foster 
the growth, independence, and:stability of small business in this coun- 
try and to provide additional sources of equity capital for such con- 
cerns, with the admonition that such policy must be.carried out in a 


manner that will insure the maximum participation of private financ- || 


ing sources. Recognition is-given to the fact that local and State 
development organizations should be ericouraged, and that they need 
sopplencot! financial assistance. 


enator Ciark. Is there any substantial difference in-the recitation | 


of the policy of Congress between the two bills? 

Mr. Barnes. I think not, sir. 

Senator CiarK. Thank you. 

Mr. Barnes. Title II recommends ‘an initial appropriation of $220 
million to support Federal participation in the program. No expe- 


rience exists with respect. to the type of small-business financing con- °| 


templated under the bill which would provide a basis for a precise 
evaluation of the amount of funds required for this program. How- 
ever, based upon experience with the present SBA financing require- 
ments, and with consideration as to the anticipated demand for equity 
capital, the suggested amount is believed to be within necessary and 
reasonable bounds. 

Senator Cuark. That is a very important, difference between the two 
bills. . Your bill, S. 3643, contemplates appropriated funds. 

Mr. Barnes: Yes, sir. 

Senator Ciark. And S. 3651 contemplates Treasury borrowing. 

Mr. Barnes. Yes, sir. 

As I have previously. indicated,-this proposed financing program 
must be viewed as a pilot project with due recognition to the possible 
necessity for future changes. I have recommended, therefore, that 
the new program grow out of the present Small Business Adminis- 
tration organization and its already operating financial programs. 
Congress created the Small Business Administration, in part, for the 
specific purpose of providing financial and other assistance to small 
business in this country. The agency has an active, nationwide lend- 
ing program; it has experienced engineers, appraisers, and financial 
specialists; it has expert knowledge of the management problems and 
credit matters of small business; and it-is: dealing daily with com- 
mercial banks, investment. bankers,.and other intermediate credit 
groups: The Small Business Administration is the logical instrumen- 
tality to conduct the program set forth in the draft bill with a mini- 
mum of new administrative. expense and to start. such a program 
promptly. 

I might add that SBA-would maintain a separate accounting for the 
funds used in connection with the. lending programs established under 
the proposed bill. I have particular reference to title V relating to 
loans to small business investment: associations. Thus, experience as 
to the success of this program could be developed and confusion with 
the regular lending programs be avoided. 

Senator Crark. Mr. Barnes, as I understand it, your recommen- 
dation is at variance with that of Mr. Martin of the Federal Reserve 
Board, who testified here yesterday and gave us his view that the 
provision for a separate Administrator called for by S. 3651 would be 
preferable to putting this under your organization. 
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I am just calling attention to that, and not criticizing your point 
of view. 

Mr. Barnes. Yes, sir. I am setting forth my reasons, and I as- 
sume Mr. Martin set forth his reasons yesterday. 

Senator Ciark. He did. With practically equal ability. 

Mr. Barnes. Thank you. 

Title III of the bill clarifies and expands the present authority of 
SBA to make financing available through the medium of private local 
and State development credit groups, At present, SBA makes se- 
cured loans to lecal private nonprofit development credit organiza- 
tions where it is demonstrated that the proceeds of -the loan ‘will be 
used to assist a Specified small business concern. ‘Title III of the bill 
makes this limited lending authority more effective, not only by mak- 
ing State development credit corporations eligible,to receive secured. 
loans, but also by authorizing SBA to make funds in excess of $250,- 
000 available to any such borrower , provided no more than $250,000 
is used for any one small-business project. 

Senator Crark. Mr. Barnes, I think this might.be a good point to 
check as to whether S. 3643 contemplates a rev olving fund, 

Mr. Barnes. Yes, sir. 

Senator Crarx. To be created out of the appropriation of $221 
million. 

Mr. Barnes. This would be a part of the regular revolving fund, 
but there would be.separate accounting so that the administrative ex- 
penses to it would be apportioned, but other than that, all actual ex- 
penses and profits and losses would be segregated and reported. on 
separately to the Congress. 

There is no problem i in doing-this. This has been a factor in the 
minds of some people, that this program may.or may not show the 
same degree of profit.and loss as the regular lending program, and, 
therefore, it should be segregated. 

This not any problem insofar as we are concerned, or the Bureau, 
of the Budget is concerned. We discussed it with them and it can 
be segregated, with the understanding that the .administrative 
costs will to a certain degree be apportioned, and not kept entirely 
separate. 

Senator Crark. But to the extent that the funds are repaid, they 
would be available for being utilized'again on a revolving fund.basis? 

Mr. Barnes. Yes, sir. 

Senator Busu. Do you have. anything like an organization chart 
of your.department ? 

Mr. Barnes. Yes, sir. 

Senator Busx. Which shows these various categories of personnel ¢ 

Mr. Barnes. Yes, sir. And I will be glad to go into this more fully 
at the conclusion. 

Senator Busu. I thought it might be helpful if we had a copy of 
that. organization chart ‘to look at it, and possibly have it for the 
record. 

Senator Ciark. I think it would too. 1 

Senator Busu. The reason why, Mr. Chairman, is he speaks of ex- 
perienced engineers, appraisers, and financial specialists, and -that 
type of thing. It is quite an organization and I think we ought to 
have as much help in trying to understand the size and scope of his 
organization as we can. A ‘chart of that kind might be helpful. 
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Senator Crark. It would be helpful to have it go into the record, 
and also be helpful to the members of this committee, who would 
like to have it before them. I do not imagine you have it here. 

Mr. Barnes. I do have one here, and with your permission I will 
file it in the record at this point, and as soon as we find copies I will 
' pass them up for your examination, 

(The) information requested follows :) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D,. 0., May 2, 1958. 
Hon, JoserH 8. CLARK, J&., °. 
Chairman, Subcommittee on Small Hisoinbes: Senate Banking and Currency 
Committee, Senate Office Building, Washington, D. C. 


‘Dear SENATOR CLARK: During the hearings before your subcommittee on April 
22, 1958, I was requested to furnish, for inclusion in the record! of the hearings, 
information pertaining to the organization and staffing 6f the Small Business 
Administration, with particular reference to those phases of our organization 
which would facilitate the development and operation of.the programs contem- 
plated by S. 3651 and S. 3643. 

The Small Business Administration has been in existence for almost 5 years, 
during which time it has established:a strong Washington and field organiza- 
tion. The organizational structure is so designed that it would permit ‘the 
absorption of programs similiar to those proposed in S. 3651 and-S. 3643 without 
the necessity of establishing new and expensive operating units, whereas a new 
agency would require'a considerable period of ‘time merely to recruit personnel 
and to develop a functioning orgahization. A new agency would be unable to 
render the services contemplated until it could assemble a qualified staff. Based 
upon our own experience, I must point out that it is extremely difficult to recruit 
experienced employees in the financial field. 

Washington office: As shown by the attached chart, exhibit A, the Washing- 
ton office is equipped with overall management, legal, financial, technical, and 
administrative staffs which could quickly place into operation the proposed pro- 
, grams with only a limited number of additional personnel. A new agency.would 
be required to recruit staff.which wouli largely duplicate that already available 
in SBA. 

Field offices: There are presently operating 15 regional and 37 branch offices, 
or a total of 52 field offices located in 42 States, Alaska, Hawaii, and Puerto Rico. 
Exhibit B, attached, reflects the organization and type of staffing of our regional 
offices, and exhibit C, attached,;shows the regional boundaries and the location 
of the field offices. As of March 31, 1958, these offices were staffed with 1,014 
‘employees as follows: 
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Many of these employees have had years of experience with private and Govern- 
ment lending institutions and some 41 possess investment banking type experi- 
ence. In addition, three members of our Washington staff possess such experi- 
ence. The location of these employees with investment banking experience is as 
follows: 
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Number of 
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S. 3651 authorizes the establishment of regional and branch ollicas. If the new 
agency should establish such a décentralized organization, it would undoubtedly 
locate-field offices in many of the cities where SBA already has offices. It o¢curs 
to me that it is entirely possible that small-business concerns would find that 
personnel of both agencies would have to be interviewed to deterrhine the*type 
of assistance which would be available to them. This, of course, would be time 
consuming, costly, and confusing for the small- business concern at,a time when 
it may urgently fieed prompt assistance. 

On the other hand, if the Small Business Investment Administration were ‘to 
operate on a centralized basis, it would .require the ‘use of field technical, per- 
sonnel of the SBA’and other Federal agencies. In my opinion, this would cause 
administrative problems for SBA as well as. the other Federal agencies. Each 
agency normally budgets and -staffs for its own programs which necessarily 
would have priority. 

Under these circumstances, it is apparent that it would be difficult for the new 
agency to.count on prompt and efficient service fromthe SBA and other agencies, | 
and the resulting delays might impair the efficiency of SBLA’s operations. | 

We have attempted to develop estimates of the comparative costs of operation 
under the two different bills.. In one estimate we assumed that the work. under 
S. 3651 would be performed entirely in Washington, the field activities being 


either performed by Washington staff or employees obtained from other .Gov- 


ernment agencies on a reimbursable basis. It. appears to us that establishing a 
Small Business. Investment Administration to operate on a centralized, basis 
would cost, at a» very minimum, $400,000 niore on an annual; basis than for the 
same operations to be conducted by the Small Business Administration. “If, on 
the other hand, a field organization were contemplated for the Small Business 
Investment Administration, it is our observation that the increased ‘cost over ' 
comparable services in the Small Business Administration. would be at least 
$1 million; the latter type of organization assumes 12 ‘regional offices located in 
accordance with the Federal Reserve districts and a mininium size organization 
in each regional office. 

I hope that the above comments, as well as thé attachments, will be of.as- 
sistance to the subcommittee in appraising the administrative provisions of 
8. 3651 and S. 36438. 

May I respectfully request that this letter, with the attachments, be included 
in the record of the hearing. Additional information will be furnished, at your 
request. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. ' 

Enclosures. 
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Senator CuarK. Of course, S. 3651 contemplates all your experts 
would be available to the new Small Business Investment Agency. 

Mr. Barnes. It does. Through the participation of the adminis- 
trator on the board. It does not go beyond that, does it? 

Senator Crark. Yes, I think it does. Section 303 (a), which’ is 
on, page 8, line 14, paraphrasing, says that the administration, with 
the consent of the board— , 
may avail itself on a reimbursable basis of the use of information, services, 
facilities, including any field service thereof, officers, and ecnemver thereof, in 
carrying out, the provisions of this fitle. 

In other words, I think it is ahinnndals your’ technicians and ex- 
perts would be available, even though there were a separate settip. 
Nevertheless, there is a very real difference between the two bills. 
Separate administrators are called for by S. 3651. 

Senator Busu. On that point, I would like to raise the question as 
to whether it is not a little more difficult to’ uge the personnel and 
experience of another agency than, it is to use the experience and per- 
sonnel of their own organization which they have'right there. 


‘Mr. Barnes. I will be glad to tell you my-experiénce on this at this ° 


point. 
‘Senator. oa It is a very important point,,and I would like to 
expand on it. ‘I would be glad to hear you. 


: Senator Crakk. .Go ahead; Mr. Barnes. 
‘Mr. Barnes. We have made some loans. as I said, to these local de- 


‘«yelopment companies and participated with the. State companies. 


Our people, in each section of the country, generally speaking, know 
the personnel and know the people in these local agencies. In the 

making of a loan the important element, other than the credit analy- 
sis, is am accurate appraisal., The problem of any organization is that 
obvioysly you cannot. have Federal personnel in:eac he ity and hamlet 
in the country. They-have to-travel. We have to give a great deal 
of care to routing our appraisers“so that*on any trip they cover all 
of the possible cases’ that they can accomplish. They. do this on ap- 
praising and also make a credit analysis which involves interviewing 
hanks. Some of these projects are quite complicated. There will be 
2 or 3 banks taking part as’ well:as the local. credit organization.’ In 
one instance on a loan‘in Altoona thiere wag even a State agency in- 
volved, The idea of‘a reimbursable plan means.it will be very"awk- 


ward to handle, and perhaps slow, because you‘cannot always take a 


man off of an assignment and turn him over to another agency 'to be 
utilized just at the time that they need him. 

' The point I'am making is, efficient administration; as I see it, calls 
for apportioning ,a part of a, man’s time by letting him -handle this 
work inthe normal course of his activities. , Then, weekly or monthly ’ 
he keeps his time records and you can apportion the cost. 

Senator Busn. The point he is bringing out I would like to em- 
phasize and ask him if this is not true. In the course of the histéry 


. of the Small Business Administration and its operations ‘throughout 


the country they’ come into:close contact, with the financial comniu- 
nity; is that right ? 
Mr. Barnes. Yes, sir. 


+ 


_ Senator Busu. They get to. know the bankers and ‘lenders of money, | 
and the investors; all the financial institutions ‘ina State. . I know 
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in. my State, for instance, where I have watched this at. close range, 
T have been impressed with the rather intimate knowledge that this 
‘organization has gotten of dur financial community in the State of 


Connecticut. They have been of:very, very great assistance to. us,: 


particularly in: the floot period of 1955, with-disaster loans. So the 
‘point js, without tryin& to come to any final judgment, it seems to 
me if 4 bill contemplates using. the experience and the personnel of 
the Small Business’ Adininistration at all, it is mich more likely to 

et full vale out 6f it under the provisions of 8. 3643. than it’ would 
be under the provisions of 'S. 3651. , ° 

Senattor Crark: The other side to the question is that it is not con- 
templated in either bill, that this new ‘lending agency, or this: new 
function of the Small Business Administration, would be making 
direct loans which would require utilization of personnel along the 
lines Mr. Barnes: indicated. In each instance they will be making 
loans to intermediate devélopment companies, which themselves would 
have their’ owi organizations. 'So maybe we are.not talking about 
something as important) as you play ‘it up. 

Senator Busn. The Senator has a good point, but nevertheless my 
point is valid,too because the people who will constitute these devel- 
opment companies and these organizations to which the new organiza- 
‘tron is:going to lend .or adyance ‘money, are people in the financial 
community, and;in order to check them, to check their credit, their 
‘standing, their réliability, their'character, and so forth, the use of the 
credit;machinéery now developed by thé Small Business Administra- 
tion would seem to me to be of very real importance. 

Senator CriarK."Of course, Senator, if you and_I were going: to 
work it out; 'I would.be happy t6. , Maybe we do not need Mr. Barnes 
to help‘us. ay ‘ 

Senator Busy. Traised this question for Mr. Barnes to comment on, 
‘but the chairman is helping me very nicely. 

Senator Crakk. ‘Thank ‘you.,, Go ahead, Mr. Barnes. 

Mr. Barnes., There is one thing you said which I am sure you would 
want the to bring’ to your attention: the loans under title ITI, on which 
T am now testifying, are really'direct loans. They are’a loan to an 
intermediate credit organization. But you are lending for-a specific 
project so you would have to use your appraisers and your credit 
‘analysis in this type of case. 

» This is a mortgage loan for the construction of a building, or a 
facility. that would’be utilized by a business under. lease, with possible 
eventual purchase... * >a 

|My, experience in thé'loans we have presently made—and we have 
madd some good ones—has been that we can make a real contribution 
throygh the work ef oyr appraisers and ‘our engineers: 

“Senator Chark. Yes,'sir. 

You-have pointed out, another difference, between the two bills be- 
cause you conteniplate, as T understand it, an identifiable loan. None 
of the Federal monéy will be going forward to the intermediate asso- 
ciation or organization, unless the centralized direction here in Wash- 
ington approves the ultimate loan. .S. 3651 does not contemplate 
that, but. contemplates.a much. more decentralized administrative 
organization in the granting of loans. I think T am right on that. 
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Mr. Barnes. Under S. 3648 both types are contemplated—both the 
Joan to the Development Credit Curperikion for a particular 
project 

Senator Ciark. That is identifiableloans. 

Mr. Barnes. Yes, sir. And then'under title IV there is a provision, 
| similar to that in 8.3651. 

» Senator CiarK. Which does not contemplate identifiable loans? 

' Mr. Barnes. Which does not contemplate it. + ° 

Senator Rozertrson. Mr. Chairman ? 

Senator CLark. Senator Robertson. 

| Senator Robertson. We have only 2 hotirs available for this morn-' 
ing’s. session. We have used up half of our time for one-third of 
the prepared presentation. I ask unanimous consent that the witness’ 
be permitted to put. the remainder of his speech in the printed record, 
and the.members of the fourth estate have a copy of it, and they can 
‘write a little. piece on it if they, want to: Then let'us ask questions 
about what’ we: regard to be the highlights’ of ;this’very fine and 





critical presentation. It ‘will be in the record and we can use the 


‘remaining hour for questions. Otherwise we are going to sit here 
and listen, to him read, with some interruptions, what: we already know 
he is ‘going to say, and not ask any questions about it. 

Senator .Crark. What is the thought of my colleagues? My only 
fear would be we would not in that way get the orderly presentation 
that I think the witness would like to make, and which the committee 
would like to have in the record. However, if, my colleagues feel 
we should go ahead and ask questions, and if Mr. Barnes has no 
objection, we can doso. 

enator Busu. I hesitate to differ with the Senator from Virgitiia, 
but it seems to me that the witness ought:to proceed and read his 
statement, and, possibly we could restrict any interruptions to not to 
exceed 1 minute if.a person wants to ask’a clarifying question, and 
we will let him go through it on that basis.. But I would like very. 
much to have him read-his statement. I think we get very much more 
out of it that way. 

Senator Ropertson. The 1-minute limitation suggested by the 
Senator; from Connecticut comes a little late; after the interruptions. 
The Senator from Virginia opened: by saying” that he had a lot of 
questions, but he would withhold them uftil Mr. Barnes has finished 
reading his statement. 

‘Senator Busn. I will agree to doceilien them.. , 

Senator Rozerrson.: Up to now he has not:finished a, single page 
without. interruption by the other mentbers’of the committee from’ 
time to time. 

Senator Busy. T think that shows a'good deal, of. interest. in the 
' subject. 

Senator .Ronerrson. The Senator fre om ‘Virginia -éannot stay. here , 
this afternoon and he would like to get in a -few observations. ’ 

Senator Busu. May I ask-the Senator from 'Vi irginia if he ‘objects ; 
to the witness reading through his statement from now on? 

Senator Rorertson. If the Senator from ‘Virginia can’ indicate 2 


_ or 3-things he would like to mention; he will not ask any other questions. 


Senator Ciark. Let us go off the record. 
(Discussion off the record. ) 
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Senator CiarK. mg Robertson. 
. Sénator Roserrson. Who first proposed this measure ¢ 

Mr. Barnzs. A bill of this sort has been introduced in the Senate, 
, Senator, for about 10yéars.. I think the first bill of this type was 
introduced by the Senator from Wyoming, or Utah. Senator O’Ma- 
honey, I believe., ©" ; 

Senator CrarK.'From Wyoming. It is very important to get the 
distinction between Wyoming and Utah. 

Senator ‘Robertson.:"We have before us the heading “Administra- 


tion’ Bill.”’ When did ‘the administration say they wanted legisla- 


tion on this? | 
| Mr. Barnes. The ‘administration: first made a statement that it 


would support this legislation when I read it here this morning. | 


Prior to that there was a letter that was sent to the President of the 
Senate on Saturday, and until this point. the administration did not 
express an Opinion on this legislation. 
Senator Roperrson."'We have a comparative chart here which says 
S. 3648, administration bill. Ts that'correct ? 
_ Senator Caren4rr.’Yes. It was introduced by Senator Thye. 
Mr, Barnes. Yes, sir. 
'* Senator Ropertson, ‘Then that is the administration bill. 
Mr. Barnes. Yes: 


Senator ‘Ropertson.’ But some Democrat. said: “I will see you, and: 


I will raise it.” 
Mr. Barwes; No, sir. "This was one of the last that was introduced. 
Senator Rosertson. The bigger bill was the first ? 
Mr. Barnes, Yes. 
. Senator Rosertson., But some of the differences are that the ad- 
ministration Wanted to go and take another look later and appropri- 


ate up, to $220: million. .. The other: bill says'we should authorize $250: " 


million with direct access to Treasury funds. 

Mr. Barnes. Yes. 

Senator Roperrson. You did not think anybody should get. over 
$100,000 arid the other bill says let us finance them up to between 
$100,000 and $500,000. | | 
~ . Mr. Barnes. I do not understand that question, sir. 

Senator .Rozertson. You are going to organize investment com- 
panies'that will make loans? 


Mr. Barnes! Yes, sir. They would be organized by local groups— | 


by‘individyals. . , | 

‘Senator Roperrson. So under the administration bill, S. 3643, that 
‘would be a $100,000 ‘organization, and under S.. 3651 it would. be 
$500,000. aR 

Mr. Barnes. Yes, sir. ’ 

Senator Roper'rson.. On page 3 of your statement you say: 

It' is wise, therefore, frankly to acknowledge the experimental nature of these 
programs and thé necessity to move'carefully but with a high degree of ingenuity 
if financial disaster to small enterprises— 
and so forth. — ox 

I am prepared: to move carefully, but who is going to furnish the 
high degree of ingenuity? .. 

Mr. Barnes. ,I think there is a lot of. ingenuity in these bills. 

Senator Rogerrson.’ You admit you do not know the answer. You 
just said so. Rees 
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Mr. Barnes. That is right. I say there must be experience gained 
in this type of activity, because you cannot turn to anything else and 
say that this is a precedent for what we are. now doing. 

Senator Roperrson. What we are going to do is 6 appraise pros- 

ts, is that it, and lend capital ‘on w hat we think a given outfit 
will be able to accomplish ? 2 

Mr. Barnes. That-is not exactly the way. 

Senator Rosertson. You said there would not be any real security 
for it. 

Mr. Barnes. Sir, there are three types of loans in this bill. _ One is 
4 mortgage loan. - It will be a long-term loan'of 6 to’10 years, 

Senator’ Ropertson. What is the difference between that and the 


kind you can make now? 


Mr. Barnes.. It is exactly the same kind we now make. 

' Senator Roserrson. All right. 

Mr. Barnes. But it.is to an association,.or’a local development ‘as- 
$ociation, which is not so'clearly a small business, but which is help- 
7" small business. It is providing a facility-for it. 

he second type is to these State development credit associations. 
There are 17 States that have ‘passed laws in their legislatures cre- 
ating these as financing institutions. They have limitations on what 


they can do. Some-of them are very successful and some of them 
‘have not started up yet. 


, The third type under this bill i isa lending ptéer am‘ in which:funds 
would be leaned: to local investment groups, but only on a basis awhich 


_ would. provide a relationship between the amount of capital that they 


invest themselves aid ‘the amount of loan they obtain. _We would 
not assess the future prospects of the individual businesses they dealt 
with. 

We would certainly assess the management of that investment as- 
sociation and their background. and see, if‘they have the money paid | 
in, and that sort of thing, and then carefully audit them and make 
certain they were truthful in their dealings .with the businesses that 
they financed. However, the Government would not be assessing the 
prospects of the investments or loans rnade by that association. We 
would be relying on the fact that they are putting their own money in 
them. 

Senator Roserrson. Somebody has to assess thé: prospects. 

_ Mr. Barnes. Yes, sir. The rhetnbers of the investment association. 
The stockholders. presumably would have the best management they 
‘could, because they would have théir own money in it. 

Senator Rosertson. But if they make the wrong assessment who 
takes the loss? 

Mr. Barnes. They do. 

Senator Rosertson. Who is they? .Who owns “they”? 

Mr. Barnes. The investment association. 

Senator -Rosertson. Who owns the stock of that investment’ as- 
sociation ? ; 

Mr. Barnes. It was, organized like any other private financial in- 
stitution. The shareholders. 

Senator Roperrson. Is there any way the Goy ernment can take a 
loss under this program ? 

Mr. Barnes. Yes, sir. If such ‘an association were so improvident ) 
that évery investment they made lost, and they, could not repay their 


‘loan from the Gov ernment, there would be a loss. 
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_ Senator Rozerrson. Winston Churchill said a statesman is one | 


who can predict what is going to happen before it happens, and 
| afterward explain why it iid not happen: - That is what you mean 
‘by the high degree of ingenuity in framing this bill, is it not? 

Mr. Barnes. No, sir.» 1 was not referring to the ingenuity of 
administering the program or financing it afterward. _ I was refer- 
‘ring,to the ingenuity in designing the legislation so that it would 


_be able to prune he interests of the Government and still accomplish ° 


the ends of the program. * . 

Senator Ropsertson. I want to make a little check on the position 
of the administration with regard to a stable dollar.. You know in 
recent weeks foreign governments have shipped over $600 million to 
us and said, “We would rather have the gold than the dollars, because 
we do not know what you are going to continue to do to your dollar.” 
“You knew that, didyou not ? 

Mr. Barnes. Yes, sir. 


Senator Roterrson:' You, knew the Federal Reserve Board, when | 


they withdrew $600 million of gold from our reserves, cut the reserve 
requirements a,similat Amount so as not to affect the previous supply 
of credit that they issyed ? 

You knew that, did you not? 

Mr. Barnes.: Yes, sir.’ 

, Senator Ropertson. You’ knew that the Congress had passed a 
highway bill to accelerate the road program by about $2 billion ? 

Mr. Barnes. Yes, sir. , 

_ Senator Robertson. And that we had added $1% billion to FNMA? 

Mr. Barnes. , Yes, sir. 

Senator Ropertson: The President approved that. And- we 
thought we would give an extra billion dollars in loans to cities and 
nae for water platts and sewage disposal, and things of that 

ind. 

Mr. Barnes.’ Yes, sir. 

Senator Roserrson.. You knew this committee had ordered re- 
rete out $375 million for urban redevelopment in areas of surplus 

abor? You knew that on-yesterday the Ways and Means Committee 
adopted: a policy that they. were going to report out an unemploy- 
ment compensation ‘bill which will go back to June of last year and 
fo forward to June of next year, which will give 16 weeks of ad- 
ditional: free benefits té everybody in covered employment. And they 
will add to it everybody who has been in agriculture, and domestics, 
and ‘any other type of employment. They gave no estimate of what 


it will cost but private estimates are it will be 214 to 3 billion dollars | 


if it‘is all used up. That. adds up to over $7 billion, does it not ? 

Mr. Barnes. Yes, sir. 

Senator Ropertson. You know we will soon pass a salary increase 
bill. for postal workers “and all civil service workers and that will 
be another 600-or-700 million dollar spending program, will it not? 

_ Mr. Barnes. Yes, sir. 

Senator Ropertson. You know we have already added $2 billion 
to the defense prograni and will probably add another $4 billion: Is 
that correct ? 

Mr. Barnes. Yes, sir: 

Senator Rosertson. You know we have had our big housing pro- 
gram up yet in this committee. We passed a little one of.$114 billion, 
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but the big one is for public works and urban redevelopment, and 
things of that kind. | 

Mr. Barnes. Yes, sir: 

Senator Rosertson. That could. probably add up to $10 billion. | 
What is your position!on the tax:cut ‘that people think we ought to 
have ? ; 

Mr. Barnes. The position I am authorized to take is, that the Presi- 
dent has recommended four tax cuts which particularly benefit small ., 
businesses.. I'am hopeful that.there will be further activity in this 

articular area. I also hope that these four meastires will be enacted 

y Congress since at least one of them has a bearing on this particular 
Jegislation. I think it would tend to bring out equity capital. But as 
for a general tax cut, I have no statement, to. make. 

I understand that the Treasury spokestnan will be before this. 
committee later and he would be authorized to comment on it. 

Senator Ropertson. We also have pending a public works bill— . 
post. offices and courthouses, and thinks. like .that—in the genefal 
neighborhood of about $750 million. ‘That utidoubtedly will be 
passed. 

Mr. Barvezs. Yes, sir: 

Senator Rosertson. In other words, I have indicated to you spend-' ' 
ing a total of $10 billion above the budget estimate of last January. 

Mr. Barnes.’ I have not totaled it up but, if you say so, I assume that 
is correct, sir. 

Senator Ropertson. Then I wanted to know if we would change the 


_ pending bill to $220 million of appropriated funds instead. of an 


authorized drain on the Treasury, and doing other things that you 
have suggested ought to be done to limit the spending of these new 
funds, would you enthusiastically endorse this bill; go along with it 
cheerfully or just go along but with reluctance. 
_ Mr. Barnes. Your question is 
Senator Roserrson. I’ have indicated the other things. This. is 
another spending scheme and I wanted to know just how enthusiastic 
you are about this one. 
Mr. Barnes. Was your question directed at whether the spendin 
or the funds were obtained by direct appropriation or by borrowing? 
Senator Ropertson. No, my question was, if you get the kind of bill 
you say it ought.to be, that is different from one that is pending, 
S. 3651—and we have S. 3643 which we call the administration bill— 
I understand ‘you are against the S..3651; first, last, and always; but 
as soon as we get this administration bill, what,is your attitude, one 
of enthusiasm, a fellow traveler or being hauled along reluctantly ? 
Mr. Barnes. Well, Senator, I would feel that, under my oath of 
office, I was obligated to carry out the statutes that were enacted b 
Congress; and this I would attempt to do,to the best of my ability. t 
would certainly use prudence as best I am able in the judgments that 
were used on this program, because, as I have indicated, I think it-is 
experimental and I’d like to see’ where we are going at each step. I 
have indicated that we have an organization that the first two parts of 
this bill would not be. difficult to administer and get in operation 
quickly. It would be a matter of days. ‘And there would not be 
much risk involved by reason of the fact that they are mortgage loans 
and we already have the forms and procedures and know ‘the type 
judgments that can be made. In the latter phase, we could do it, I 
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think, —, than anyone else, because we could write the regula- 
tions. But I think we would want to have the best advice possible on 
each judgment, and I would expect to use prudence in administering 
the program with the view of guarding the taxpayers’ funds and at the 
‘same time having a successful program. 

Senator Rogerrson. What is the essential difference between the 
kinds of loans you can now make to small business and the kinds that 
could be made if this bill became law ? 

Mr. Barnes. Well, sir, one type is very similar to our present pro- 
gram. ‘All of our Joans are secured as we are best able to judge, so 
that the liquidating value of the security would protect the Govern- 
ment in case of a loss. _Now this would be still true of one of the 
programs under this bill) The other program, loans to the State 
development credit corporations would not be secured by tangible 
assets. There would be,'I'think, not too much risk, however, because 
there are people in charge of those development companies who either 
are appointed under State Jaw or they are organized locally, and it is 
therefore ‘a stable organization. And the third, it’ is an unsecured 
loan that is involved 

Senator Rosertson.. It other words, this is a new experiment in‘un- 
secured'loans on which, ifthe business fails, the Government .will take 
the loss. tS 

Mr Barnes., Yes,'sir; I- would have to say this is true of thé 
third—— . 

Senator Rosertson. I'am going to tell you what my grandfather 
used to'tell me when I was a boy. The tendency of everything is to 
be more’so. If:youstart with this in a small way, you will find out how 
many people want unseciired loans and the Government will be hold- 
ing the bag if they fail. 

Mr. Barnes. Senator, this is, of course, an attempt to design a provi- 
sion to make equity ‘capital available, ‘it is a different type situation 
than. w long-term. or intermediate credit program. That is what I 
said in’ my statement, that’ there was a very great difference. And I 
believe. if an equity ‘capital program is to be éntered into, that this is 
the safest.way to.do it, sir. It is much befter than to have the Federal 
Government ‘itself make the decisions as to the local. businesses. 

Senator Carenart. May I ask the witness one question, Senator ? 

Senator Rozertson. I am through. 

Senator Caperiart. Let me ask you at this point, Mr. Barnes, you 
are recommending, tis does these bills, that the money be loaned or 
equities purchased through development corporations, State, private, 
and local. ‘Why, isn’t it better simply to loan the money to thése de- 
velopment corporations and take preferred stock for it’, All the 
equities and-assets that these credit corporations and other corpora- 
tions have, be collateralized to pay the toan of the Government?’ Why 
do you, need to ‘go any further than that? Why do you want to go 
any further than that? ‘Why isn’t that the proper way to do it? . 

Mr. Barnes. In one phase of the program, that would be done, sir. 
In the loans to State development credit corporations, there is a provi- 
sion that we may take whatever equity, whatever security is available 
or evidenced in such manner as it is advisable. You cannot go much 
further than this because there are a number of them and they have 
different methods of organization. At least three—— 
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Senator Carenart. I understand that. You said a monient ago 
there were some 2,200-— 

Mr. Barnes. No sir. I beg your pardon, sir. You have to. dis- 
tinguish between the local development corporations, of which there 
are between 2,000 and 2,200, and the State development corporations, 

of which there are 17. 

Senator Carenart. All right. ‘But why do we not, if we are going 
to do this at all, why should it not be.a very simple thing for the 
Federal Government simply to take prefer ae stock in any of these 
organizations to an amount let us say no greater than their own cap- 
italization, and then they in turn handle all the loaning of the money, 
all the detail, with all their collateral and all their assets put up with 
the Federal Government as a guaranty that, the loan will be repaid ? 

Mr. Barnes. Sir, that can be done under this bill, but the activities 
of these credit associations, some’of them go beyond that. In the first 
place, some of them, are organized for profit and have operated very 
successfully for profit. And others are civic ventures 

Senator Carrnart.. What difference does that make in what I am 
suggesting 

Mr. Barnes. Well, the suggestion would provide merely for.a lend- 
ing program by these local associations. 

Senator Carenart. For example, you are familiar with the fact that 
these large and small finance companies go to banks and borrow a 
million dollars and.they put up, the finance companies do, more than 
a million-dollars worth of the paper that they are holding as collateral 
to repay it. Why is it notthe most simple and the’éasiest way to,do 
this, if it should be done, to simply let the Federal Government take 
preferred stock or debentures in these associations, to a limited amount, 
and they in turti put up all of their assets as collateral against it? 
For example, that is about what the Fulbright bill, S: 2286, does that: 
is before.us.’ That is why I like the Fulbright bill: better than any of 
these bills. for the moment, for that reason, because it_is more simple 
and direct, I think, and will keep the Government out of the operating 
of-small. businesses and keep them out of the ownership of small 
businesses. It would better protect, I think, the Government’s money 
and leave these credit.associations and State associations. free.to oper- 
ate as they please. 

Mr. Barnes. My answer would be-that that system is possible under 
this bill. 

Senator Carenart. I know it is, but why isn’t that as. far as we 
should go? And why isn’t that the easiest and the best: w ay to do it? 

Mr. Barnes. Sir, it is, but it does not provide equity capital in’ some 
of these’situiations. 

Senator Carenart. I don’t know why it does not just as well.as any 
other kind. 7 

Mr. Barnes. Well, the activities of-most of these associations are 
limited, they could not ‘put, equity money “in the ventures they go in. 
They are either ee a building which they own themselves—and 
this is to provide, facilities for a business that is moving into their 
community—or a few of them have made loans to businesses to reno- 

vate, to enlarge ‘their present facilities. And a few -of them have 
made a complete loan of equity money, but this is not usually their 
function; for the most part they are engaged in mortgage-type lend- ° 
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‘ing. Froma report of the Federal Reserve, the indications we have 
are that the gap, if any, exists beyond that point. It is in the obtain- 
ing of equity funds that do not have to be repaid in the way the ordi- 
nary intermediate or long-term credit is repaid, either by. installments 
or doing a certain thing at a time 
_ Senator Caprnart. You have been the one in these bills, other than 
the Fulbright bill, that stressed the fact that this money would be 
handled in loans through credit associations, either those in existence 
at the present time, and under the: Johnson bill and, I think, under 
the Thye bill, the Administration. bill, you are authorized to set np new 
associations to do this job. As I gather from these bills, these a'sso- 
ciations are the ones that are going to loan the money and handle the 
details and be the judges as to. who gets the money and who does not. 

Mr, Baknes. No, sir. I am afraid I have:never made that clear. 
We have got three types of programs in this bill:and in the Johnson 
bill also.” Now, the first type'is a simple mortgage type loan to either 
a local or a statement develppment credit corporation, which‘it would 
use to build a building or a facility that it could give a mortgage, and 
we would, deal directly with the association or the credit development 
company as borrower. ' Now, that is the first type.. 

The second type of loan is a debenture loan, not supported by tan- 
e007 securities but perhaps by. preferred stock or some other means, 

ut it is té a State development credit corporation, only, 1 of these 17 
that I mentioned. , And they would in turn relend. Now, the.Fed- 
eral money. would come jin'there along with funds that they borrow 
from banks or raise themselves under the systems that they use. And, 
oy speaking, this is the type that Senator Fulbright has ‘in his 

ill. ‘4 

Noy, the third type is the'one in which Federal funds would be ad- 
vanced to investment associations, and these would be profit-making 
private groups organized for the purpose of investing in small com- 
panies. - ' | 

Senator Crark. They are really investment. bankers, are they not? 

Mr. Barnes. No, sir, not exactly, sir. 

Senator Busn. Just the company. 

Mr. Barnes. Just'thé company. 

Senator, Carenart. In all ‘three of those, the Federal Government 
is going te supply them with money. .My point is. why can’t’ we make 
it very, very simple and simply say that the Federal Government will 
supply. them with X amount of money, each of these organizations, 
under certain conditions, for which it will take preferred stock. ‘The 
association, simply’ puts up ‘its assets as collateral for the preferred 
stock:' And when the preferred stock is paid off, the Federal Govern- 
ment: is completely out of it. "Why can’t it be made that simple? 

Mr: Barnes. Well, in the first place, the assumption is.that-all of 
the transactions of these companies are simple, and they are not. They 
have different méans, different seniority:‘of funds that-are now in them. 
And, second, the use of preferred stock contemplates an idea of owner- 
ship if something else is not ‘done. The Federal Government might 
end up with ownership.: Here the effort is made, in the case of the 
State development credit corporations, to keep the State governments 
and the banks having the most active ‘role in the institution. In the 
‘case of the new associations, the thought is to provide a means whereby 





OS Ot RTI 





ve 
N- 
li- 
ts 


un 


ere gn Ee 


— 


DOE GIR Or 


ie 


- provides them: with the funds whereby they do business 


FINANCING SMALL BUSINESS 107 


this can be a profitable operation in an area where it is sometimes diffi- 
cult now to operate by reason of the fact that so much work has to be 


-done, we will say, by an investment banker in the study of a small 
company beforé stock is financed. 


Senator Caprenart. I understand all of that, but that is the respon-, 
sibility of the local association, is sit not ? Aren’ t they going to do all 
that ? 

Mr. Barnes. Yes, sir, they are, sir. 

Senator Carenarr. What I am thinking about is, under the Ful- 


bright bill suggestion, the Federal Government simply will loan these 


three categories we have talked about X amount of money and take 
in return ‘debentures or preferred ‘stock, with all the assets of that 
association guaranteeing the repayrnent to the Federal Government 
of the loan. 

' Mr. Barnes. Well, sir, that is, in effect, exactly what this bill pro- 
vides, except it defines the three types. . It does provide for debentures, 
not preferred stock. 

Senator Carenart. I don’t think there is much difference. In some 
respects they are the same, preferred stock and debentures. 

Mr. Barnes. That is exactly what: this bill does. But, you see, for 
legislative purposes, you have got.to spell out if you do not ‘intend 
to require a secured loan. Now, that is spelled out under the second 
and third types, but the first type—that i is, mortgage loans—do require 
security. In the case of the other two, there may or there may not be 
security. Well, this in effect will mean 

Senator Carenart. ‘Is it your understanding that you will make 
loans directly to'small business or will all the loans ‘be made through 
associations ? 

Mr. Barnes. All‘of the loans in type 1 will be made to a develop- 
ment credit corporation; either State or local, ‘as the: borrower; and 
they will be.secured. 

Senator Carenart. Yes. 

Mr. Barnes. In type 2; they will be only to State development cor- 
porations and they in turn will reloan the money. 

Senator CLark. Before you get to 3, you want those loans to be iden- 
tifiable, do you not ? 

Mr. Barnes. Not in the case of 2,.no, sir, not the loans 'to the State 
development corporation. 

Senator Ctark. They do not need to be.identified. 

Mr. Barnes. No, sir. 

Senator Capenart. What is the third type? 

Mr. Barnes. The third is to the investment association; and there 
are not identifiable businesses at the time we make the loans.’ This 








Senator Crark. And you do not know where the money goes after 
they get it. 

Mr. Barnes. Except that we charter them and regulate them. 

Senator CLark. You do not say, “Loan money to concern A-and 
not to concern B.” 

.Mr. Barnes. All we say is, “You have to operate under. certain 


- principles.” 


Senator Carenart. What are you going to do for the small busi- 
nesses in the United ‘States where their State or community has no 
credit association ? 
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Mr. Barnzs. Well, sir 

Senator Capenart. Are you going to organize one? 

Mr. Barnzs. , No, 'sir. "This ‘ is the same way national banks or any- 
thing else, organized. If 10 ‘people wish to enter this business, they 
organize a charter underthe State laws and bring it in. 

enator Caprenartr, Then under this legislation a small-business 
concern, cannot do business wjth you directly, with.this organization. 

Mr. Barnes. No, sir ;: because. we still have-—— 

Seriator. Capenarr. It’ has to-do business with the credit organiza- 
tion or association. 

Mr. Barnes. Yes, sir’. 

Senator Carenarr: I think, that makes the suggestion in the Ful- 


bright. bill, the suggestion I like bést, even better, because we could 


make it very, very simple. ‘Simply loan them X amount of money 
and take preferred stocks or debentures and they would put up all 
their assets as collateral for repayment then let them run their own 
business. 

Mr, Barnes. Well, of course, that may be required. 

Senator Carenarr. Your organization would be well suited to do 
re 

Mr. Barnes. And that may be required. You see, however, our 

regular business loan program would still be in existence. We still 

will-bé deali ing with commercial banks, because normally what is 
involved. here is a different type loan'than an intermediate c redit loan. 
It involves, debts and capital, investments that’ require a long time 
for repayment. And'I believe there would not be very much ‘differ- 
ence in, the program. We have seen:this all the time. -In our semi- 
annual a you will note that. there are a certain number of loans 
that are declined by reason of the fact there’ is not sufficient capital 
‘invested. ‘They simply do not have enough funds with which to 
operate; even if you advanced: them the credit, they probably would 
not be able to repay it. 

Now, under our regular, business loan program, we are experiment- 
ing somewhat with this type of situation. I-am making what we call 
commitment loans. This type provides that, if we see a need for 
injection of additional ark capital and, after discussing it witli the 
borrower we find he would like to do so but needs some time, we would 
approve a loan contingent upon his injecting the additional capital 
over the 5-month period, and. actually our loan 

Senator Carrenarr. Aré you going to do this through the credit 
association ? F 

Mr. Barnes. No. I'say this is under our present program, . This 
is what we dre doing now. And I think this would be of valuable 
assistance to small business. T was told by attorneys and others that 
work with financing that this enables them to obtain equity capital. 
But it will take us‘a year or two to gain enough experience— 

Senator. Carenart, Under: existing law, .and- existing rules and 
regulations of SBA, :you cannot loan money over a fonz enough 
period of time. to ‘tliege ‘sinall businesses, is‘that right? What you 
are. trying to do is to be able to. Joan. money over. a ‘longer period of 
time ?- 

Mr: Barnes. No, sir, thére is a difference. between credits, even 
long-term or intermediate credits, and equity capital. Equity capi- 
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tal ordinarily has no security. It is the risk funds, debenture funds, . - " 
that make the venture go. Well, under our regular business pro- 
ny- . ram there has never been a hint that we should supply this type of 
ley » unds. They must be secured and they, must be sound. Now, to a 
certain degree’in our regular business loans, we are supplying capi- 
ess ‘tal or equity cdpital to the extent that we provide funds -for ma- 
On. chinery and plaits ‘and things that, ordinarily would be paid for 
over'a longer period of time. We do supply: them, but we also sup- 
Zi - ply working capital. a 
Senator Caprnarr. I said yesterday that these small businesses 
fall in ‘three categories. No.1 is the man who wants to start a 
ul- new business,'‘has a new invention or iiew idea, but he cannot get t 
ld, enough money. No. 2 is the small-business man who is now success- 
y ful, he is making money, but he does not have sufficient, capital to 
all do the amount ‘of business that he can do and should do. There- 
wn fore, he needs more capital to carry his receivables and his inventory, 
working, capital. .Theri there is the third category and that is the 
fellow who was in business but he gets in trouble, he is going bank- 
do . rupt; therefore, he needs more money, needs more capital, and he 
has got to borrow that. What we are talking about here at the mo- 
ur meng will not help the third category fellow, will it / 
ill ' Mr. Barnes. Would you repeat the third category! _ 
is Senator Carkenart.s He has been im business for X number of 
n. |; -years.. ‘He is now in fitiancial trouble. :He Gannot pay his “bills, 
ne -. needs more capital. He is in trouble. , 
r- Mr. Barnes. Well, the.odds are that it would not*help him unless 
il he had‘a ‘very good" project that he had.not realized on. 
ns Senator Capenart. It might help hin. I can. see that. 
al The:second one, of course, is the fellow’ in business who is dojng | 
to . all right but needs more .capital. That is the fellow this legisla- 
ld tion would help the most. , 
Mr. ‘Barnes.’ Yes,-sir. 
t- - Senator ‘Capenarrt. Is it your idea “you ‘are. going to put a new 
I] man in business to compete with other taxpayers ? sf 
rT ' ‘Mr. Barnes. This decision would not be made by the Federal 
1e Government. The investment: ‘associations: have put ‘their own 
d ‘money into ‘their business. “ Now, obviously, they aré_ doing this to 
al make money; and.if they deal with an invention, we will say, or 
_ someone .with a new project, they: will’ weigli whether they want 
it to invest their money in this project. And if they do, they can use 
Federal funds to the, extent. that they have borrowed them from us. > my 
is But we will not make this decision.: I think that some new ventures : 
le . will be started, ‘and I think it is a good.time to have such ‘a system 
it in existence because, there are a lot. of-new research projects and 
l. . other things that aré materializing. I believe, however, that regu- .° ., 
| lar business channels, investment. brokers and‘ private ‘investors, as 
d they do now, will continue to look for-the best of these deals. And 
h '. _I am not sure that every man who wants to be financed ean go to 
r ‘one of these investment associations. and persuade them to put their’ , 
f money into his transactions. I do not think it would help someone 
opening a new grocery store, for instance. 
’ Senator Crark: Mr. Barnes, if you don’t: mind, let’s get back to 


- ». your statement on page 9, the second full paragraph: ,and let’s see 
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if we can cover at least a little bit of ground before the deadline— 
beginning “Under title III,”, at the bottom of page 9. 

r. Barnes. Under.title ITI, as in the present SBA business loan 
program,.no financial assistance may be extended unless it is not 
available from other sources on reasonable terms and all loans must 
, be so secured as reasonably to assure. repayment. Interest on such 
loans is limited to ‘6 percent; Loans may be made for a period of 
10 yeats atid an additional period up.to 10 years is available, if nec- 
essary,.for the orderly liquidation of the loan. 

Senator Crark. Those provisions aré quite drastically different 
from S. 3651; are they not? 

Mr. Barnes. ¥es, sir. 

Senator Criark. Where there is no requirement they must be 
turned down for, the loan by other sources and where the security 
‘ of the loan is substantially longer and the interest rate is not nec- 
essarily so high. , 

Mr. Barnes. Yes, sir. There is a divergence of opinion between 
‘my testimony and Mr: Martin’s, and I believe it is important to 
have. these provisions in there.’ I deal. with investment bankers and 
brokers; théy have sét up a small-business program and I know that, 
if. they can finance these transactions, they are willing to. They 
are in the business of making money, just like anyone else. I don’t 
want to speak fdr them; they can be called for testimony if they 

wish. 

Senator Crark. They are going to be called, so you need not. 

Mr. Barnes.. Yes, sir. All right. 

Inthe interest: of protecting Federal funds and making certain 
tliat they will be'used in a manner to carry out’ the aims of the legis- 
lative’ program, SBA is authorized to establish criteria which the 
local or State development groups must meetin order to be eligible 
for financial assistance.. Such criteria would include the establish- 
ment of a minimum amount’ of local-financial participation required 
for eligibility. 

This segment of the program should encourage the formation of 
local and State development corporations. . Such organizations have 

a,direct and personal interest’ in the welfare'and development of the 
community seryed by the ‘small-business concerns: in which they 
operate.. This interest assures substantial and continuing assistance 
to such cdéncerns from such ‘sources. Ultimately, private funds 
should provide all the capital for operating such development 
corporations. 

Local and State development corporations are flourishing. They 
are in an admirable position to lend aid to small business in thé 
equity field. The peer growth. of the local corporations is 
attested to by the fact that the Department of Commerce has listed 
over 2,000 of them. State development corporations have been au- 
thorized in 17 States.and are actively functioning in 7 of them. The 
Small Business Administration, aware of the intense interest in this 
subject, commissioned 2 studies.on development groups, 1 on State 
corporations by Dr. Edward B. Shils of the Wharton School of 
Business and. Financing of the department of the University of 
Pennsylvania, and 1 on local corporations in the State of Minnesota 
by Dr. Ralph R.. Fjelstad, of Carleton College. These studies have 
been reprinted by your committee. and are available for your use. 
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Senator Proxmire.: Mr. Chairman? 

Senator Crark. Senator Proxmire. ; 

Senator Proxmire. I hesitate to interrupt but I asked the members of 
_the staff of the committee to make these available to me and it seems 
to me from this we could hardly call State development corporations 
flourishing. I notice that the number of States that have any amount 

ledged at all is, as you indicate, a very small minority out of the 48, 
only 7; that they are confined largely to the northeastern. part of the 
United States—Maine, New Hampshire; New York, and Massachu- 
setts. North Carolina has a substantial corporation of its.kind. But 
the total amount is only $33 million and, with the exception of 3 
States, Massachusetts, New York, and North Carolina, which account 
for about 75 to.80 percent of this amount, there seems to me to.be 
very little activity at-all. 

It seems to me that, this is an extremely promising area in which 

the Federal Government should’do all it .possibly can to encourage. 
It would seem to me this kind of statement,-“State development cor- 
porations are flourishing,” hardly'states the facts. 

Mr. Barnes. Perhaps “flourishing” is not the best choice of words. 
There has. been an indication of widely expressed interest in them. 
The first report we prepared on these State development corporations 
four years ago, we sent to every attorney general, every governor, 
and to each office, in Congress; and there has been ‘a. constant stream 
of correspondence’ and general interest in them. ‘But there are three 
types and some of them have difficulty getting off the ground. Their 
means.of raising ‘finds limits their activities at first, so they are slow 
starting.. And this program is designed to encourage them. 

Now, I should not. perhaps have said “flourishing.” What I meant 
to imply was that there has been a number of additiorial’ States that 
have been interested and are discussing it and are trying to figure 
out some plan. The difficulty, obviously, is that you have to have State- 
civic enterprise in order to invest ariything, because you have no 
assurance that their funds will be used in your particular-community 
if you are being ‘motivated by solely civic interests. And they do . 
not plan to be. exactly. profitable enterprises although they hope to 
repay the investment at some future date. They are anxious to build 
up their funds. I am not sure that all.of them would testify in 
favor of this legislation. A great many of them have seemed ‘to 
treasure the fact that they are independent. 

Senator Proxmire. May I interrupt to say that the overwhelming 
majority of States have nothing in the way of any activity at all. 
My State perhaps: is typical. There has been a lot. of talk about.this 
thing and everybody agrees it is a magnificent idea, but nothing is 
ever done. 

Senator Crark. I would like to point out that before—— 

Senator Proxmire. The reason I am getting to this, Mr. Chairman, 
is that perhaps I misunderstood you, Mr. Barnes, but I understood 
your interpretation of these bills is that S. 3643, the so-called adminis- 
tration bill, would have three different categories of which this would 
be one, and that S.3651 would have more. 

Mr. Barnes. It has about the same. 

Senator Proxmire. I see. 

Senator Crark. I would like to make just this brief comment. Last 
year, before Senator Proxmire was on the committee, we took sub- 
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stantial testimony as to these State. development corporations; and 

‘T would concur with his view that there was nothing to indicate they 
were flourishing. They were a hopeful development which ‘was just 
getting underway. They were undercapitalized. In many States 
there were no such programs and evén, where they were, they were 
able to make a contribution but did not come’ anywhere near filling 
the gap, which is the purpose of one of these other bills. 

Senator Proxmire. | wanted to be sure that’ I understood your 
statement., Do you feel that either of these bills would definitely 
encourage the development, activation, or whatever you want to call 
it,.of these corporations ? 

Mr. Barnes. It provides a means whereby their activities could be 
expanded. I do not know how they will receive this type of program. 
Some of thein might not take advantage of it. Other States might 
organize the corporations. with this view of having assistance from 
this type of, program. 

I would like to amend my statement and'strikée out “flourishing” and 
say “hopeful development.” 

Senator Crark. I think-that would be fine. 

Mr. Barnes. We are all in agreement on the point. 

The, Government’s interest in. loans made under this authority, in 
most instances, will be protected by mortgages, on. real estate, factories, 
and equipment, since the principal use of these funds will be to assist 
local groups to construct facilities for-small-busmess enterprises to 
lease and ultimately purchase. 

Title IV of the draft bill represents a signiifics ant departure from 
the present SBA business-loan program. U nder this authority, SBA 
will be empowered to:make loans to State development corporations. 
Such loans may be secured or unsecured and may be:-made upon such 
conditions as the Administration shall determine to be appropriate. 

This general lending authority, however, is subject to the following, 
among other, limitations designed to safeguard Federal funds and 
insure sufficient local participation. The proceeds of the loan must 
be used to assist small business; they may not be used to encourage 
or subsidize the relocation of businesses if such relocation shall effect 
a significant reduction of employment in-ny other area or where the 
relocation is for other, than.a sound business purpose: there .is ‘no 
specified limitation on the amount of such loans but the.funds bor- 
rewéd: by, the State development corporation from all sources includ- 
ing this Administration, shall not exceed four times the paid-in capital 
and surplus of such corporation;-nor may the loans made by the 
Administration to the corporation exceed the total amount of funds 
borrowed by the. corporation from all other sources: loans by the 
Administration may be for a-period of 10,years plus’ any appropriate 
additional amount up to 10 years necessary for the or derly liquidation 
of the loan; the maximum interest rate is limited to 6 percent. 

Title IV thus provides financing to enable State, development cor- 
porations to render vreater setvices to small business concerns, -in- 
cluding equity financing. The funds supplied for these projects will 
be protected through thie development corporation by the participation 
and active interest in the project of local businessmen who will be in 
a, position to furnish ‘control of expenditures -and management 
assistance. 
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Titles V and VI of the draft bill establish procedures designed to 
foster and encourage the organization of private small business invest- 
ment associations, established solely to make equity financing available 
to small-business concerns. 

The investment associations may be chartered under local authority 
or where no such local authority exists, title VI ofthe bill authorizes 
the Small Business Administration to charter the associations. 

Senator CiarKk. Does that mean they would get a Federal charter? 

Mr. Barnes. In effect; yes, sir. If there is a problem under State 
law, and if they are chartered under State law, we think most of them 
would submit their charter for preliminary opinions before they con- 
tinued. Since they will be subject to regulations in effect, SBA would 
act somewhat as-the-SEC acts under this proposed bill. 

These groups are required to meet specific standards of organization 
and operation. in order to qualify as small-business investment associa- ° 
tions. The minimum paid-in capital from’ any association must be 
$100,000; the minimum number of ‘sharéholders is’10; such: associa- ‘ 
tions are authorized only to advance funds to small-business concerns 
through ‘loans: evidenced ‘by convertible debentures; such debentures 
are.convertible into stock of the small-business concern at the option 
of the association or a holder in due course up to the effective date of 


call by the issuer. 


The charter of the associations must be approved by-the Administra- 
tion and the association must meet requirements for operation, finan- 
cial reports, auditing and examination as may be established by the 
Administration. 

The association shall make investments only by lending to small- 
business concerns under criteria established by the Administration. . ' 
The maximum investment in any one small-business ‘concern shall not 
exceed either 20 percent of the association’s paid-in capital and surplus 
or $250,000, whichever is less. 

Small-business investment associations which meet the foregoing 
criteria: are eligible for financial assistance from the Small Business 
Administration subject to the following limitations: Loans by the 
Administration to any one. investment association shall not exceed an 
amount equal to two times the. paid-in capital and surplus of the -as- 
sociation: such loans are not’ required to be secured and may be’ on 
an amortized or unamortized basis; and such loans shall bear interest 
at a rate of not more than 6 percent and shall have a maturity of not 
more than 10.years with an additional 10 years available for orderly 
liquidation. ! ; 

Small-business coneerns receiving a loa from investment associa- 
tions are required to purchase stock of the association in an amount 
equal'to 5 percent of such loan. This.eri¢ouragement-of investment of | 
private funds in the association will make, in due course, Federal 
participation unnecessary. 

Title V also contains provisions which limit’ the amount of. invest- 
ment of, an association in the stock of, small-business concerns to a 
total equal to paid-in capital and surplus'in order to avoid the possi- 
bility of the Federal Government acquiring equities in private busi- 
ness. Further limitations are set out which avoid the use of financial 
assistance unfairly to subsidize the relocation of business or unfairly 
to compete with private financing sources. 
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SBA will exercise close supervision and control over the operations 

of such small business investment associations, through regulation and 
examination. ‘Associations which violate the act or said regulation 
subject themselves to forfeiture of benefits and franchise. However, 
before an association chartered by the SBA can be dissolved, non- 
compliance must be determined by a court. SBA can enjoin violations 
of the act or-its regulations by court action. 
-» Senator Ciarx.. Mr. Barnes, the principal difference between these 
titles of the Administration bill and S. 3651 is that S. 3651 authorizes 
and contemplates equity investment by the Federal Government in 
investment associations and S. 3643 does not, is that right? 

Mr. Barnes. Yes, sir. 

Senator CrarK. S. 3651 provides that the Federal Government can 
put up to half of the initial capital. 

Mr. Barnes. I see.. Well, this is not provided in S. 3643. It is 
intended that the orginial capital shall be ‘subscribed by local citizens, 

Senator CLarK. That is right, and the problem is a practical one— 
is such capital available or is it not ? 

Mr. Barnes. Title VII of the bill provides for exemption from the 
Securities Act of 1933 and the Investment Company Act of 1940, 
which I believe to be necessary for orderly administration. I.would 
like to. express my personal views about this title. And may I clearly 
indicate that I am not.expressing Administration opinion, that there 
is no, Administration opinion on this particular point. And in the 
interest of prompt clearness, it was not possible to work this point. out. 
Under these provisions, securities issued by the small business invest- 
ment associations specifically would be exempt from the provisions of 
the Securities Act of 1933. This exemption is suggested by me because 
it is not anticipated that the organizers and stockholders of these 
closely supervised investment associations will need the type of 
protection contemplated in the Securities Act. 

Senator Cirark. Now you are talking about the investment corpora- 
tions, not the small businesses. 

Mr. Barnes. That is right. I am talking only about these new type 
of investment associations that are authorized under this particular 
bill, in effect chartered or supervised and regulated by the Federal 
Government, and which under this bill requires a $100,000 investment 
by 10 shareholders as a minimum. 

Senator CriarK. So far as the small businesses themselves are con- 
cerned, to which capital will be furnished, they will be, with respect 
to the SEC, just the way they are today. 

Mr. Barnes. Yes, sir. 

Senator CiarK. It is a big enough public offering; they will have to 
register for a written amount. 

Mr. Barnes. Yes, sir. 

The exemption from the Investment Company Act of 1940 is essen- 
tial in my opinion. Without the exemption, the small business invest- 
ment associations would be subject to the provisions of the Investment 
Company Act and to regulation by the Securities and Exchange Com- 
mission. Under the act, these groups would be required to register 
with the SEC; they would be subject to controls and qualifications 
with respect to directors, officers and employees; they would suffer 

certain limitations in exchanging securities; they would be subject 
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to the regulations of the Commission regardin the purchase and dis- 
tribution of securities; statutory provisions of the act would control 


borrowing, the issuance of senior securities, capitalization of the com- 


panies, payment.of dividends, elections and activities of directors 
and many other similar matters; they would be required to report to 
the Commission and to maintain such records in such form as the 
Commission may prescribe. 

I do not believe that. the small business investment associations 
can meet the requirements of the Investment Company Act and still 

erform the functions for which they would be established under 
the draft bill. For example, under the bill it is proposed that these 
companies be permitted to borrow from SBA funds in an amount up 
to two times paid-in capital and,surplus. On the other hand, under 
the Investinent Company Act, such borrowings would be: limited 
to one-third of a company’s total assets. 

Moreover, ‘to subject investment associations. to the provisions of 
the Investment Company Act would subject. them to the supervision 
of two Government agencies. 

Senator Crark. Let me interrupt you just a minute, Mr. Barnes, 
to ask whether Senator Bush and Senator Proxmire have had an 
opportunity to read the rest of Mr. Barnes’ statement and whether 
they would be content, since the Senate is now in sessiori, to ‘have 
the rest of the statement placed in the record. 

Senator Busu. I would be glad to do that if I could ask Mr. Barnes 
one or two questions. 

Senator CLark. Would you proceed, .please, but I understand the 
rest of the statement goes in the record. 

Mr. Barnes. Yes, sir, but I did want to make clear about the SEC. 
They have expressed a contrary view to me, so I think the committee 
might wish to have the benefit of their advice because I have not 
treated it with my remarks. 

Senator Ciark. Without. objection, the remainder of the witness’ 
testimony will appear in the record at this point. ‘Thereafter, Senator 
Bush’s questions will appear. 

(The remainder of the prepared statement of Mr. Barnes follows :) 


As a result, the Administrator of the Small Business Administration would 
have the responsibility for the success of the proposed equity capital program, 
but. would find himself without authority, to exercise final supervision over 
the investment associations and thereby to insure that success. Full disclosure 
would be required under this bill, ‘and there is of course no intent to weaken 
the laws enforced by the. SEC or to permit frauds on investors. 

Investment associations under the proposed bill would bé subject to close 
regulation by SBA. The public interest is thereby protected. The functions 
of these associations is significantly different from the function of the groups 
which are regulated under the Investment Company Act. The former do not 
engage in underwriting or reselling securities. Their function is, I believe, 
more analogous to banking which is exempt under the Investment Company 
Act. Under all these circumstances, I believe that a waiver of the provisions 
of the Investment Company Act is. both necessary and appropriate if this 
contemplated equity program is to be administered successfully. 

I am informed that representatives of the Securities and Exchange Com- 
mission disagree with the foregoing personal views I have expressed. I 
believe the committee may wish to have the benefit of the Commission’s 
comment. 

. Certain amendments to the Internal Revenue Code of 1954 have been included 
in title VIII of the bill with a view to encourage. the formation of investment 
associations. Under this title any individual or corporation would be allowed an 
ordinary loss (rather than a capital loss) where such loss is derived from the 
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sale or exchange of stock in the small business investment association. Also, a 
small business investment association will receive a similar ordinary loss de- 
duction on convertible debentures (including stock received pursuant to the con- 
version privilege) acquired under title V above. Further, a dividends received 
deduction equal to 100 percent of dividends received by.a small business invest- 
ment association ‘is authorized. 

These, amendments to the Internal Revenue Code will give impetus to the 
establishment 6f small business investment associations and provide a basis for 
“private capital to replace public ‘funds. 

Title IX repeals ,section’13 (b) of.the Federal Reserve Act 1 year after en- 

_actment of the bill; and requires.the Federal Reserve banks,’within 60 days after 
enactment, to pay to the Government the amount which ‘the Secretary of the 
Treasury has heretofore paid to such’ banks under said’ section of the Federal 
Reserve Act. ' 

It.appears to me that the proposed legislation meets the standards which I 
suggested earlier should govern legislation designed to supply additional small 
business equity capital and long-term financing... The contemplated program is 
flexible in that it approaches:the problem of supplying the necessary financing 
through local private development, groups, through State development corpora- 
tions and through the medium of new financing entities, small business invest- 
ment associations set up under the act. Provision is mad@ for both secured 
and unsecured lending with liberal terms as to the amount and duration of the 
loans. The proposed legislation does not either contemplate or require massive 
Government action in the initial stages. However, as the effectiveness of the 
program -may grow ‘and expand so may ‘the program be expanded. 

The legislative proposal does not require the establishment of new Government 
agencies or new-Government offices. . By utilizing the existing facilities of the 
Small Business Administration, duplication of activities and facilities with con- 
sequent financial. waste and inefficiency is avoided. 

Thé bill contemplates maximum use of presently existing-private financing in- 
stitutions as well as’State and local organizatidns., To, as large an extent as 
possible,. financial assistance under the bill may be funneled through organiza- 
tions now in being. 

Through the utilization and encouragement of local groups’and by relating 
the amount of loans‘to the amount of private capital raised for the development 


and investment. programs, the bill encourages the active participation of local’ 


organizations and thus gives to the Federal Government the benefit of the super- 
, vision and specialized knowledge as well as the energies of such groups. 

Since the’.bill contemplates utilization of-already established organizations, 
the financing program set out in the bill may be put under way without the 
delays that are inevitable if the establishment of a large and complex agency is 
required. 

The bill, in my Opinion, provides the maximum safeguards to Federal funds 
consonant with the contemplated ‘financing programs. ‘It avoids Federal owner- 


.., ship in‘ private business, and precludes the use of Federal funds in competition 


with private financing institutions or to provide inequitable subsidies which may 
be used to lure industry from one locality to. another. 

For all these reasons, I urge earnest consideration of the draft bill. 

III 

The following bills, dealing with expanded financial assistance for small 
business concerns, are before this committee for consideration: S. 3191 (John- 
son), S..2160 (Sparkman), S. 2286 (Fulbright), S. 2185 (Humphrey) and the 
Committee. Print S. 365 11. I would like now briefly to° comment on these pro- 

sals. : ' 

These bills are inaialy the result of careful study and consideration. ~ They 
contain many meritorious features; and many of these features, in.fact, have 
been incorporated in the proposal that I am recommending to this committee. 
Some of the provisions, however, have heen adapted to give effect to the principles 
which I outlined above as a standard to which equity capital legislation should 
conform. 


S. 3191 (Johnson) “ 


This bill supplies funds through capital banks (created and supplied with a 
emall percentage of initial capital, by the Small Business Capital Bank Board) to 
local and State development corporations to provide equity capital to small 
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business concerns; which funds are advanced against, convertible debenture 
bonds of the development corporations which must buy stock of the capital banks 
equal to 5 percent of the advance. 

State-chartered small business investment associations (assisted financially 
by the capital banks) may be organized to purchase convertible debenture ‘bonds 
of small business concerns (not in excess of*$1 million or one-third of ‘the capital: 
and surplus of the small business a’ssociation, whichever is larger, without 
SBCB Board approval), which concerns. must purchase stock of such associa- 
tions equal to 5 percent of advances. 

Capital banks also can' advance funds to existing investment companies to 
supply equity capital to small businesses. 

Investment institutions must purchase stock of the capital banks equal, to a: 
percent of advances. 

Capital banks. are authorized:to make long-term loans to sinall business 
conéerns, which loans must be of such sound ‘value or so secured as reasonably to 
assure repayment. 


8. 2160 (Sparkman) 

This bill authorizes State development corporations to salva to a national 
investment company, which latter companies are authorized to make or acquire 
loans with or. without security to: eligible business enterprises (determined -by 
the Federal Reserve Board) or purchase oWligations of such enterprises, directly 
or in cooperation with lending institutions. National investment companies can 
acquire the income debentures or bonds, common or preferred stocks or other 
capital shares of eligible business enterprises. Without approval of the Federal 
Reserve Board, the aggregate amount of. obligations and securities asquired by 
any national investment company which exceed $1 million for any single enter- 
prise shall not exceed one-third of.the combined capital and surplus and maximum 
indebtedness of such investment company. : 


8. 2286 (Fulbright) 


This bill authorizes the Small Business Administration to purchase the bonds, , 
notes or débentures of State dev elopment corporations up to amounts purcliased 
by others but never in excess of $5, million per State. 

Authorized also, are grants to State governments, State-chartered development 
corporations, land-grant colleges and universities, and schools of businéss, 
engineering, commerce, or agriculture’; for research and counseling concerning 
the financing and operation of sniall business’ enterprises. One grant could be 
made in each State eac h year up to $40,000; with ari overall limit of $2 million 
annually. 


S, 2185 ciaindnted 

This bill authorizes the Small Business Administration to make direct or 
participation loans to local dev elopment corporations ; of such sound value or so 
secured as reasonably to assure repayment. ' 


Committee print: (8S. 3651) 


This bill authorizes the Small Business Investment Adthinistration to invest in 
the stock of small-business investment companies, up to $250,000 ; to make loans to 
small business investment companies through the pure hase of obligations which 
cannot exceed at any one time in any one company 50 percent of the paid-in 
capital and surplus of the investment company ; and to make loans to State and 
local development companies to supply equity capital to small-business con- 
cerns; which loans at any one time to any one development company cannot 'ex- 
ceed 50 percent of the capital and surplus of the development company. 

Small-business investment companies will provide capital for small-business 
concerns (which must purchase stock of the investment company equal to 2 to 
5 percent of capital provided) through the purchase of convertible debenture 
bonds. Small-business investment companies also can make long-term loans to 
small-business concerns; of such sound value or so secured as reasonable to as-* 
sure repayment. .Without approval from the SBI Administration, the total 
amount of securities and obligations acquired by an investment company for any 
single enterprise cannot exceed one-third of the combined capital and surplus of 
the investment company. 

Investment companies subject to the Investment Company Act of 1949 may be 
converted into a small-business investment.company under the committee -print- 
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A composite summary of the functions established under 8. 3191, 8. 2160, 
§. 2286, S. 2185, and the committee print, S. 3651, reveals the following objectives: 
(1) to provide Government funds to private and State development. corporations 
and investment associations; (2) to create small-business investment associa- 
tions to provide equity capital to small-business concerns; (3) to provide for 
the ultimate elimination of Federal funds invested in the program; (4) to pro- 
vide immediate participation in the program of existing financial institutions 
either in'their present form or by conversion to a small-business investment 
association (the basic source of private small-business equity capital under all 
the proposals) ; (5) to provide profit motives to induce private investment in 
and operation of small-business financial institutions; (6) to provide fiscal and 
policy guides and adequate controls by statute, administrative regulation, or 
charter. provisions, to assure sound banking practices, and to protect private and 
Government funds; and (7) to attract private capital into the program by 
limiting Federal participation to some type of matching basis. 

The proposed bill which I have recommended to this committee implements 
all of thé foregoing objectives. In addition, it contains provisions which, in 
my opinion, are necessary.to insure immediate assistance and to assure the 
accomplishment of the foregoing objectives with a minimum of expense to the 
Government. No one of the other legislative proposals before this committee 


implements all of these objectives within the framework of an established ; 
administrative organization. 


S. 2185 (Humphrey) authorizes SBA to make loans to local development 
corporations, This authority, together with sound limitations on its use, is 
incorporated in title LII of the draft bill. 

8. 2286 (Fulbright) authorizes SBA to purchase debentures of State develop- 
ment corporations; it also authorizes certain grants to be made for research on 
small-business problems, Title IV of the proposed bill authorizes similar, loans 
to State‘ development ¢orporations, but certain administrative ¢ontrols to pro- 


. tect’ Federal funds -are'’ spelled out. SBA presently has authority to contract 


for studies on small-business problems. I believe that the contracting procedure 
is more desirable than grants. 

8.3191 (Johnson) .provides for small-business investment associations as the 
basic source of private small-business equity capital. However, the bill requires 
an elaborate administrative structure in order to carry out. its purposes. 

The organizations established under this bill and. the substantial capitalization 
requirements represent, a major commitment. In view of the acknowledged 
experimental nature of this program, I bélieve that this is premature and may 
be, unnecessary. For. this reason I have recommended that a more modest 
approach be utilized. 

8S. 2160 (Sparkman) , would administer the program through the Federal 
Reserve Board. In the light of experience -under section 13b of the Federal 
Reserve Act,:'the Board may not desire to administer sucha program. 

The bill does not provide assistance for local development corporations. It 
requires State development. corporations to convert to national investment com- 
panies: to:.receive any benefits under the bill. This appears to be .unduly 
restrictive. S. 2160.is not. clear that only small-business concerns are eligible 
for assistance under:its provisions. 

The draft bill .recommended to the Congress ‘by the Small Business Admin- 
istration encOmpasses the ‘basic objettives:contemplated by ‘S. 2160, provides aid 
to State development :corporatiohs, and, in addition, local development corpo- 
rations, and is clearly restricted to small-business concerns. 

The committee print is very similar to the.draft bill that I have recommended, 


_It contemplates the use of small-business investment associations as the basic 


source of private,small-business equity capital. I am in accord with that 
principle.. The committee print, S. 3651, requires administration of the program 
by the’Small Business Investment Administration, a new small-business agency. 
To avoid delay and duplication of existing Federal facilities, I have suggested 
that the program be administered through an existing agency familiar with the 
problems involved and objectives to be attained. The Small Business Admin- 
istration is qualified and equipped to administer such a program. 

The bill recommended to Congress' by the Small Business Administration will 


_ accomplish all of the objectives contemplated by the committee print, and it also 


contains the administrative features recommended above. 
Senator Busn. I would like.to’go over to page 20 and get your 


observations: about S. 2286. , This is the bill ‘introduced by Senator 
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‘Fulbright. He was very much interested in this subject last year 


and had some witnesses in here from Arkansas and made a very inter- 
esting presentation along these lines. Have you had a chance to study 
that bill ? | 

Mr. Barnes. Yes, sir. 

Senator Busu. It is quite different from the bill S. 3643, which you 
have sent down here yourself, and it is also quite different from S. 3651. 
Isthat right ? 

Mr. Barnes. Yes, sir. 

Senator Busn. Would you care to make any comments about this 
Fulbright proposal ? 

Mr. Barnes. All right, sir; I have a comment on that that is set 
forth at page 22. 

Senator Busu. Yes. Suppose you just read that. That! will sug- 
gest further questions. 

Mr. Barnes (reading) : 

S. 2286 authorizes SBA to purchase debentures of State development corpora- 
tions ; it also authorizes’certain grants to be made for research on small-business 
problems. ‘Title IV of the proposed bill— 
and I will interpolate and say also S. 3651; in other words, both bills 
are being considered— . 


. authorizes similar loans to State development cqrporations, but certain admin- 


istrative controls to protect Federal funds are spelled out. SBA presently has 
authority to contract for studies on small-business problems— i, + 


which is the second part of Senator Fulbright’s bill. 
I believe that the contracting procedure is more desirable than grants— 


in the second part of his bill. | 

Senator Ciark. May I point out that the Fulbright bill only author- 
izes $2714 million, and your-bill and S. 3651 have substantially higher 
authorizations. 

Mr. Barnes. In effect—I recall the testimony. of tlie gentlemen who 
were here from Arkansas before the committee last year, arid under 
this particular title of both bills, the same type financing could be 
provided that: was there. suggested. I believe there is a little difference 
in the limitation contained in Senator Fulbright’s bill and in S. 3643. 
In his bill he provided a total of not more than $414 million—$5 mil- 
lion, I think—to‘any one particular State. Whereas we liave a limi- 
tation that is baséd on the relation between the paid-in, capital and 
the funds borrowed by the State. 

Senator Busn: As I understand it then, the principle of the Ful: 
bright’ proposal would be largely niet by your bill which goes very 





_ much further on the question of supplying capital to the small-business. , 


enterprise, and so forth; but the purposes of his bill, nevertheless, are 

covered probably in both the administration. bill, S. 3643.and S. 3651. 
I would like to-go over just momentarily to page 23, the bottom. of 

that page,.and ask you to read just the balance of that paragraph, “The 

committee print is very similar.” eee 
Mr. Barnes. I will substitute. 


The committee print— 
or S..3651— 


is very similar to the draft bill that I have recommended. It contemplates’ the 
use. of smaH-business investment associations as.the basic source of private. 
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small-business equity capital. I am in accord with that principle. S. 3651 
requires administration of the program by the Small Business Investment Ad- 


ministration,’a new small-business agency. To avoid delay and duplication of: 


existing Federal facilities, I have suggested that the program be administered 
through an cy ing agency familiar with the problems involved and objectives 
to be attained. The Small Business Administration is qualified and equipped 
to administer such a program. ’ 

Senator Busu. That will do. That brings out the point I wanted 
to bring out. So the real difference between these two bills is a 
question of whether you set up a new.agency to, administer this pro- 


gram or whether it is better to take advantage of existing machinery 


in the Small Business'Administration. 

Senator Crark. Senator, I don’t think we can put, it that simply. 
That is clearly one of.the principal differences between the bills, but 
there are a number of important differences. 

Mr. Barnes. Yes, sir. 


Senator Busu. This, I take it, being your conclusion, this is per- 


haps a major one? 

Mr. Barnes. That isthe major one; yes, sir. 

Senator Busn, It would seem to me that the other differences, just 
fiom this morning’s discussion, sre rather differences of degree rather 
than differences of policy. 

Senator Crark. I think. that is probably a matter of judgment, 
Senator,’ One very important difference, I would feel, is that S. 3651 
permits equity investment with Federal Government 

Senator Bus. I would agree, that is a very sharp difference. ‘T 
thank ‘you, Senator; for bringing that ip. That is all I have. 

Senator CrarK..-Any further questions, sir ? 

Senator Busn: No, sir. 

Senator Crark. Do you want to add anything, Mr. Barnes? 

Mr. Barnes. No, sir. 

Senator Crark. Thank you very much for your most helpful testi- 
mony. -I want:to commend you for your courtesy, feeling that the 
sometimes critical comments of the members of the committee were 
not meant in any personal way: And it is always a pleasure to have 
you-up here, sir. 

Mr. Barnes. Thank you, sir. 

Senator Crark. At this point ‘we will insert the comparison of S. 
3643 and S. 3651 to be prepared by the staff. 

(The comparison referred to follows :) 
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Senator Ciark. The committee will recess until 10 o'clock to- 
morrow morning, at which time a witness from the Commerce De- 
artmerit will be heard. 

(Whereupon, at. 12:08 p. m., the subcommittee recessed: until 10 
a.m. the following day, Wednesday, April 23, 1958.) 
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FINANCING SMALL BUSINESS 


WEDNESDAY, APRIL 23, 1958 
Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 


Washington, D. C. 


The subcommittee met, pursuant to recess, in room 301; Senate Of- 
fice Building, at 10 a. m., Senator Joseph S. Clark (chairman of 
the subcommittee) . presiding. 

Present: Senators Clark, Robertson, Sparkman, .Proxmire, and 
Capehart. 

Also present : Senator Bush. 

Senator CLark. The subcommittee will be in session. 

We are happy to hear this morning from the Department of Com- 
merce, represented by our friend, Mr. Mueller. We have a written 
statement of Mr. Mueller. 

Off the record. 

(Discussion off the record.) 

Senator Ciark. I would be happy to have you give us the benefit, 
of the thinking of your agency, and yourself. Will you just pro- 
ceed in your own way, please. 


STATEMENT OF FREDERICK H. MUELLER, ASSISTANT SECRETARY 
OF COMMERCE 


Mr, Muetier. Thank you, Mr. Chairman. 

I have this prepared statement that I would like to read. 

I am very happy to have this opportunity to appear before this 
subcommittee to express the views of the Department of Commerce 
with respect to the general problem of helping small-business’ con- 
cerns in obtaining financial assistance. 

The Chairman of the Board. of Governors of the Federal Reserve 
System appeared here on Monday and discussed in some detail find- 
ings of parts I and II of the comprehensive study. of small-business 
financing which the Systerh initiated Iast fall and has completed. 

In summary, it might be said that the study so far shows that the 
true financial problem of sniall businesses is provision of adequate 
amounts of equity capital. 

Senator CLrark. You would agree that almost.equally important 
is the tax problem, would you not ? 

Mr. Mvetier. Yes, sir. As a matter of fact, I have long and con- 
sistently urged and discussed the fact. that the economic effect of 
our tax system on small businesses inhibits the ability of such busi- 
nesses to grow. 
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Senator CrarK! I hope that the Department of Commerce will 
give us some strong support in the tax-revision measure’ presently 
pending and do: its level best to persuade the administration to go 
along. [:think«if. we,cowld get. administration support for a mean- 
ingful tax revision measure in aid of small’ business, we: would have 
struck thé most important blow to help small business that we pos- 
sibly: could. 

Mr, Muetier. Thank you. 

' Equity ‘capital cannot. be provided. in the proper sense through ex- 
tension ef-long-terym, debt regardless of the source of such long: term 
loans. On the othe hand, raising part of the necessary capital of 
the business through borrowing from public or private agencies is 
a perfectly proper financial operation if a reasonable rela tionship 
exists between equity and debt within the particular business. 

It. is: generally ‘agreed that the 15,000 commercial banks in this 
country ‘have done a good job in taking care of the working-capital 
neéds of creditworthy concerns. “There is a limit, however, to the 
aniount of capital whic h can be extended to an individual business 
except for current requirements, and.a common reason for refusing 
additional, bank funds is that. the business needs additional equity 
sapital rather than bank evedit. ' If equity could be increased, bank 
credit would automatically, become available in larger amounts. 

It\is also. reeognized—and I want to emphasize this, Mr. Chair- 
man—thht one of the best sources of management advice'is the lend- 
ing officers of local. banks. 

In recent years we have’ seen the development of the two new 
types of ‘financial: institutions which appear to offer possibilities of 
becoming of majdr assistance to small- and medium-sized businesses. 
One.is the local or State development corporation which exists pri- 
marily to ‘proniote. the formation of new. businesses within -the area 
concérned' in order to ‘proyide local employment and larger business 

“opportunities. ° It js a new type of operation and one which should be 
given additional support through ‘the extension of funds from the 
Government through the Small “Business Adiministr ation. It would 
seem ‘important, however,,’that any extension. of Federal funds be 
limited.to those areas where private sources are inadequate and that 

safeguards be imposed so that the moneys are used to develop. new 
enterprises and exparid existing enterprises, but not simply transfer 
an area‘of employment: from -one geographical location to another. 

Senator Ciark. Do you.have any thinking, Mr..Mueller, as to. in 
whith aréas private sources. are inadequate?.- It had been my tenta- 
tive view that yprivate sources were inadequate in most. areas. . In 
other words, we had what we were calling the Macmillan gap, which 
I guess is‘a. phrase of art with which you are familiar, all over the 
‘country, with respect. té the long-term capital needs of small business. 

Mr. Mvrtuer. Mr. Chairman, to digress from my. prepared testi- 
mony, I would like to.state a little philosophy.” You-know we operate 
under the. free-enterprise system, the profit-and-loss system. 

Sehator,CiarK. In part. Our public school system certainly does 
not operate under that. 

Mr. Mvevirr. No;.but let. us say the economy. of this country is 

' essentially a frée-enterprise economy. Now, what motivates people 
to take risks? . Profit. If profit is inhibited for one reason or an: 
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other,.capital or private capital seeks other sources in “which it can 
employ itself.and earn an adequate return. 

Now, why do:not capitalists who have large income irivest in small 
businesses? Well, in the first place, the risks in a small business, it 
must be recognized, are greater. The investment ¢annot be watched. 


It takes too much time of the person to watch individual small busi- 


nesses in which he may invest. 

And because again under our tax system if he makes a profit, he has 
only a portion of that profit. If he gets ‘a loss, of course, he can de- 
duct: that only against capital gains, or he can deduct it to the extent 
of $1,000 a year from ordinary 1 income. 

Now, later on we will propose, I im sure, from the administration, 
something which, if’ my recollection is correct, the President wrote | 
back last July, advocating that investors in small ‘businesses with ; 
certain limitations be given the right to charge off any losses on, such 
investment against ordinary.income. 

I do not believe enough ‘emphasis has-been put’ on that suggestion, 
because in my own opinion that: would be one'way to attract “re 


-capital into the investment field of small business. 


Senator Busu. Mr. Chairman ? 

Senator CLark. Senator Bush. 

Senator Busu. In other words, instead of it being a capital loss it 
would be a loss chargeable against earned income ¢ 

Mr. Muetter. Right. . 

Senator Busn. Or any taxable income? 

Mr. Muenuer. Yes. Let> us assume a man with. an income of 
$100,000 is involved. As you all know, if that.is all ‘regular income, 
taxable income, he only enjoys a percentage of that. I think at the 
top rate of $100,000, the total tax is over 80 percent. 

Senator CLark. Mr. Mueller, I-do not want to cut you off on this, 


andI really started it. Let me say this off the record. 


(Discussion off the record.) 

Senator Ciark. I would appreciate it and I would be happy; and 
I know Senator Bush. would be too, to discuss this’with you at some 
length, but we are a little short of time, so let us get back to your 
prepared statement, if that mieets with your approval. There are’ 
comprehensive bills for tax relief for small business pending, and I 
know we will have the benefit of your thinking-on them before we go 
to the floor. 

Mr. Muewter. Yes, sir. 

The second type of .institition with which we have had. limited 
experience is the equity investment’ company or association ‘which 
aims at providing. risk capital for new and: promising: enterprises: 
All people who are,seriously interested in maintaining: and ‘develop- 
ing the private-enterprisé.system fully appreciate the hazards of the 
Government taking an equity position in a’ private business. The. 
idea of representatives of the Federal Government exercising control 
or responsibility for management decisions which goes hand in hand 
with contribution of a significant proportion, of equity ‘apital in a 
small-business concern w ould be ariathema to our private-enterprise 
system. I do not believe that: direct use,of Federal funds to provide 
equity or risk capital to small businesses is compatible with our pri- 
vate-enterprise system. 
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Senator CLark. :Let,me interrupt there. 

None of the bills pénding before the committee contemplates any 
such thing. 

Mr. Mvetier. Existing safeguards such as those on loans by the 
Small Business Administration requiring loans made by that organi- 
zation to be “of stich sound ‘value or so secured as reasonably to assure 
repayment” are appropriate in the use of Federal funds. Such safe- 
guards would make provision of equity capital extremely difficult. 
Decision, ‘to provide’ equity, capital is made on intimate personal 
knowledge of leadership and potential development, which would be 
impossible for a. Government organization, and, because of risks in- 
volved, such investment Would probably be inappropriate in any 
event as a’ direct Federal. activity. This difficulty would be over- 
come. as' a practical matter’ and Federal money could properly be 
used: to assist private organizations with privately contributed capital 
to make ifvestments In ‘small business in the form of purchases of 
convertible debentures. 

It is believed that,.if we: tan give some additional’stimulus to the 
development of such institutions, additional ones would be formed and 
substantial contribution would be made toward solving the equity 
problems of smal] -business.., For this purpose, I believe the internal 
revenue ‘laws should be amended to allow individuals investing in 
the stock of these. assdciations to charge losses on such investments 
against income, these. associations to charge against income the losses 
which they incur on investments in small-business concerns, and these 
asssociations to be exempt from taxation on dividends which they 
receive from investments in small-business concerns. 

Various proposals have been ‘made in recent years on the creation 
of' such investment companies with varying and usually less ad- 
vantageous and less realistic tax proposals than the foregoing. All 
have failed in varying measure to propose a realistic way to get such 
associations established and to achieve a high level of effectiveness. 

There are pending before this subcommittee a number of bills to 
assist small businesses to obtain necessary financial assistance. I will 
confine my remarks to S. 3643 and S. 3651, bills for the same general 
purpose and which appear. to reflect the latest developments. 

S. 3643 would authorize the Small Business Administration to make 
loans to, private and State development corporations to finance in 
part loans which the corporations would make to small businesses. It 
would also authorize the Small Business Administration to provide 
funds 'to'small-business investment associations, privately established 
with specified minimum paid-up-capital for the purpose of purchasing 
convertible. debentures of small businesses. - Adequate safeguards 
would bé provided against financing unwise removals from one com- 
munity to another, against loans which do not provide assurance of 
repayment, maximuin amounts to be loaned or invested, maximum 
terms, and other similar provisions to protect Federal funds used. 

This bill adopts the effective principle of helping groups of people 
in the area, who-are undertaking by their own actions as well as the 
use of their capital to. assist:their small businessmen. Private ac- 
tivity with appropriate safeguards in this field should be encouraged 
as much more éffective operation than direct Federal action. Fed- 
eral tax benefits such as those recommended above would be provided. 
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We recommend the enactment of this proposal. We are concerned 
however, with respect to one section of the bill. We are informed 
that representatives of the Securities and Exchange Commission have 
misgivings concernings the propriety of title VII of the bill pro- 
viding exemptions from provisions of the Securities Act’ of 1933 and | 
the Investment Company Act of 1940. I urge your consideration 
of thei. views in this matter, bearing in mind the regulatory au- 
thority of the Small Business Administration oyer activities of com- 
panies established thereunder. 

Senator CrarK. Do I understand you support the SEC view? 

Mr. Murutier. No. I merely say that: I think the committee should 
give consideration to their views and in juxtaposition to those of: 
Mr. Barnes, I believe, who supports very thoroughly the fatt that 
they should be completely exempt. 

Senator Cirark. And Commerce is taking no position ? ' 

Mr Mouetirr. We are not taking a position, but we merely. say 
this is an area that should be thoroughly thrashed out and a final 
determination reached. 

Senator Busn. Do you have any opinion you would like to give 
us on that yourself?’ 

Mr. Muetzer. The only opinion I have is this: When two Federal 
regulatory agencies operate in the same field, there is always a clash. 
For that reason I do not believe that—I believe one.or the other should 

revail, I also feel that these small investment-type corporations, 
be their very—charter is not the word, but by their very objective 
are managed by people ‘who are interested in investing in small busi- 
nesses in their particular community. 

The Investment Act, as I understand it, is really aimed at invest- 
ment companies which buy and sell securities. The objective of 
this particular plan for these investment companies is to invest and 
hold such investments in small companies to a great extent. So they 
do differentiate there. 

Senator Busn. Of course, it is aimed at the issuers of securities; 
that is, the Securities Act. 

Mr. Mvuetirr. Yes. 

Senator Busu. But I am inclined to agree with Mr. Barnes, and 
{ wondered if you had any thought on it. 

Mr. Muetier. [ am inclined to agree with him, but I think a good 
compromise can be reached in that particular area, Senator Bush. 

S. 3651, for the same general purpose, would establish a-new agency 
for the purpose of making loans to small-business investment com- 
panies and State and local development companies. There’ is a 
marked parallel in these two bills in the aims sought to be accom- 
plished and the means of accomplishment. _Two provisions of S. 
3651, however, provide the basis for my urging against its approval. 
First, there is the establishment. of a new Federal agency with the at- 
tendant:.cost and duplication of personnel which this entails. “The 
Small Business Administration is familiar with the problems in the 
field and is presently engaged in operations sufficiértly related to be 
in a position to be on the job in a much shorter time and more ef- 
fectively than would a new organization, to’ say nothing of the con- 
fusion and administrative cost which would result from two separate 
agencies, field staff, and similar operations in Federal activities so 
closely related. ' 
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The second provision. which militates against approval of S. 3651 
is the public-debt ‘type of financing proposed for the program. The 
ublic-debt financing authorized by section 305 is not subject to control 
by either the Congress or the executive branch which such a Federal 
financial program warrants-and which would be provided by the usual 
appropriation pr ess. 

n conclusion, therefore, we recommend enacting of 'S. 3643 as a 
sound program of' Federal help to small businesses.in obtaining Long. 
term loans and equity financing . 

Senator Ciark., Thank you very much, Mr. Mueller. 

Senator Robertson ? 

_ Senator Rosertrson, No; Lhave no questions. 

Senator CrarK. Senator Sparkman ? 

Senator SparKMANn: Yes; I would like to ask a question. 

Suppose ,you'let'Senator ‘Bush ask his questions first. He was here 
aheadofme. |) , 

Senator CrarK. All right, Senator Bush. 

Senator Busn. If that is agreeable, I would be glad to. 

Beginning at,the end, Mr: ‘Mueller, you mentioned it would be public 
debt, financing.’ [oes that mean, as you see it, there is no limit: to the 
amount of financing that can be offered under S. 3651; that they could 

go. indefinitely to the Treasury ? 

Mr. Mvettrr.- I'do not believe that there is any limit in the bill. 

Sénator CrarK.' I think you are wrong on'that, Mr. Mueller; $50 
million the first year. 

Mr. Mpetxier. The first, year. 

Senator Crark. ‘And hever more than $250 million: 

Mr. Moetter. I. must correct my statement. $50 million, and dur- 
ing the second year after enactment it shall not exceed $150 million. 

‘Senator Busi: That is what I thought. 

Then how far dées that take it? What is the limit of these authori- 
zations ¢ 

Senator CLarK. $950 million. 

Mr. Mvetrer:. $250 million. 

Senator Busu. Then it has tocome back to the Congress. 

Mr. Mvetter.. It will have to come back at that time . 

Senator CiarK. Will the Senator yield for a moment ? 

Senator Busi. Yes, I do. 

Senater CrarKk. I’ wonder if the’Senator would not agree with me 
that'there is substantial control in the executive. branch of the govern- 
ment, even though the Congress perhaps, having gone up to the sum 
prov ided for in the bill, would to that extent lose control. But Iwas 
questioning a statement of the witness at the bottom of page 5, that this 
public debt financing is not Subject to control: by the exec uutive branch. 
I would think it: was. 

Mr. Mvetter. It is proyided.in the bill that. there be this new 

organization. Of course, I assume that that could be considered part 
of the executive br: anch. —* 

Senator Busu.: It very definitely would be; would it not ? 

Senator Crark. T do liot know where else it would be. It certainly 
is not in the judiciary. 

Senator Busnm. We have already discussed the question of the SEC. 
Now golhg back for 4 moment to that question of taxes, the proposal 
you make there I think is one that ¢ertainly has some merit. In other 
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words, I think it would stimulate investment in small enterprises. 
Whether or not it is the right thing to do, I think that much can be 
said for it. 

Has it not been demonstrated in connection, for instance, with 
mineral exploration, and the oil exploration business, such as drilling 
for oil, and that sort of thing? ' A ‘great deal of money is invested 
by private investors in exploration work of that kind, especially in 
the oil and gas industries, as well as other extractive industries, I 
believe, and those funds under our laws have been charged to income. 

Mr. Muriier. Yes. 

Senator Bus. As an expense of doing business. 

Mr. Muetier. Yes. 

Senator Busn. Would you not agree that the result of that has 
stimulated a great deal of investment in those particular areas of 
industry, and that the lack of that pr ivilege has deterred a great deal 
of investment-in small new enterprises, just for the reason that the 
loss, if any, is not a loss that can be charged against income directly ? 
The chances are also about ‘90 percent against you in almost all new 
enterprises, because I think the record shows about 9 out: of 10 new 
enterprises fail, and this has been going on through the years, 

Would you. not agree that in these industries I have mentioned we 
have an.éxample of stimulus.to invest in new enterprises, small enter- 
prises, which we should consider broadening for the assistance and for 
the purpose of providing, capital. to smaller businesses, or new 
businesses ? 

Mr. Muetier. Senator, I feel very strongly on this: I gave an 
example when the chairman asked me the question during my prepared 
statement of a.man at a level of $100,000 income, and. said the top 
bracket of his tax is a pretty sizable chunk of that money. I cannot 
cite for sure right offhand, but I believe it-is over 80 percent: 

If a man will risk investment iti'a compar y, in a new venture, if he 
loses, in reality if he can charge that against ordinary income, he will 
only be risking 20 percent of the actual amount of money "that he 
invests. If he gains or if it proves to be profitable and he later sells, 
then he would. have a capital gain. To me that would give a terrific 
incentive to the man who says, “I cannot give too much time and atten- 
tion to watching investments. ” 

Senator Busu. I think you have made a good case there.’ Have you 
given any thought to this, as to the difficulties of implementing your 
suggestion? Where do you keep it from slopping over from the area 
you want to stimulate into other areas which may. be invading, let 
us say, the bona fide capital-loss area? Do you see ‘what I mean? 

Mr, Mueuver. Yes. 

Senator Busy. In other words, the purpose of this would be to 
stimulate investment in new enterprises. 

Mr. Muetier. Right. 

Senator Busu. Or in small and struggling enterprises. That would 
be the purpose of this. I think it would endanger this proposition 
if it were thought possibly. to give advantages in other areas of in- 

vestment, and get into the whole question of the capital-gains tax. 
It would imper ‘il this thing unless that sort of thing could be fenced 
in. Do you see what I mean? 
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Mr. Murer. We have discussed that, Senator, in the general area, 
and the proposal which I believe will be submitted will have tliese 
limitations : 

First it must be an original investor in a small business, the size 
of the, small business being defined, and up to a certain amount. In 
other words, there would be or there should be a limitation on the 
total amount of such original erosion 

Senator Busu. Mr. C “hairnian, I do not want to prolong this and 
T know the other Senators are w aiting, but I would like to make this 
observation: I think if'we narrow it down that tightly, it might be 
of sonie use, but that is too tight. _The typical business which I 
believe is worthy .of assistance and which will attract capital is one 
that has barely gotten started, but. has demonstrated a deserving and 
good group or good management, and maybe they have had a year 
or two to show that they have something there ; but what they need now 
to put them really on tlieir feet is $500,000 of capital, or something 
of that aniount. So if we narrow it down to say that.it has to be the 
original investment in that company—— 

Mr. Mvetier. No... You misunderstood me, Senator. 

Senator Busn. ‘T must have. 

Mr. Mvetzer. I said iin original investor, but the company does not 
havetobenew. , 

Senator Busu. Oh. | 

Mr. Mvetier. But if, for instance, a penne such as you said 
started up and later’ on determined -it needed $500,000 of ‘stock or 
equity capital, and.then it issues that stock out of its treasury and a 
group of new investor's buys that, they are original inv estors. But 
if they turn ‘arouhd arid transfer that stock, or ‘sell their’ stock, then 
whatever benefits they would have under that provision should not 
inure or. a continuing basis. 

Senator Busn. Supposing that stock was issued by the Dow Chem- 
ical Co.and Mr. X.bought.it for the first time ? 

Mr. Murtier. For the siniple reason that the Dow Chemical Co. 
is not small'businéss.. As I said, you would have to define by a limita- 
tion the’size of small business that sliould be taken in. 

Senator Busn. I see, All right. 

Senator (Lark. Senator Capehart ? 

Senator Capenart. Ido not believe I have any questions at this 
time. 

Senator CLark. Senator Sparkman. 

Senator Sparkman: Yes. T wanted to ask a few. questions. Not 
many. 

First with reference to the fini incing. It would be your idea that 
that. would be done by direct appropr iations? 

Mr. Mvetier. Are you speaking with respect to either one of these 
bills? 

Senator Sparkman.’ You said you did not like the financing arrange- 
ment in S. 3651, because it provides for getting the money from the 
Treasury Department. 

Mr. Muetter. ‘Yes. 

Senator Sparkman. I am asking you what is your plan. Is it for 
Congress to make direct appropriations as they may be needed? 

Mr. Mverier. No. ' It is for the Small Business Administration 
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Senator CLark, Will the Senator yield? 1 think before the Senator 
came in, the witness endorsed S. 3643. 

Senator Sparkman. That was while I was here, but that’ is why I 
am asking:. I want to know.the difference in financing as between the 
two bills. 

Mr. Mvue ter. 'S. 3643 arranges for the Small’ Business Adminis- 
tration, or authorizes the Small Business Administration to invest 
in these equity associations. 

Senator SpaRKMAN. That is correct... Now, how would the Small 
Business Administration gét its money ? 

Mr. Mueutier. It would have an authorization, as it has now, for 
loans. 

Senator SparkMAN. Loans from whom? 

Mr. Muriier. Right today we have.in the Small Business Admin- 
istration authorizations and.appropriations for loans to small business. 

Senator SparKMAN. That is what I am trying to get at. Of course, 
the Small Business Administration has authorization, but it gets 
its money by direct appropriations from Congress; does it not? 

Mi. Mvetzer. Right: 

Senator SparkMAN: And that is what you would propose in this 
new setup ? 

Mr. Mueiier. Right. 

Senator SparkMAN. That is the question 1 asked. Whereas this 
makes it possible for the agency, the SBIA, under S. 3651, to gosto 
the Treasury whenever it may need funds and request Treasury 
funds? 

Mr. Mveuier. That is right. 

Senator SparkMAN. And that is what, you object to? 

Mr. Mvue.ier. | object-to it because it sets up a new agency which 
is alinost. identically the same thing to the Small ‘Business Adminis- 
tration, except, it 1s allowed a different-type of security to be purchased 
instead of a loan. In other words, it-is a certain amount of investment 
by the Government through an agency in équities-in small businesses. 

Senator Sparkman. Is that not the pattern that, was followed in | 
the FDIC, for instance ? 

Mr. Muetier. Withthe banks. Yes. 

Senator Sparkman. Is that not the, pattern that was followed in 
the case of the Home Loan Bank? i 

Mr, Muenvier. Yes; but, Senator, may I say this: That they were 
subject to, or were a Specific type: of business, and they were subject 
to banking laws that were rather strict,-and thorough examinations 
were made periodically. It is an entirely different thing to loan 
money directly to a varied group of businesses than it is to loan it to 
the banks orthe FDIC. I do not think it is quite comparable, Senator. 

Senator SparKMAN. In the. case of the Home, Loan Bank, does not 
that money. eventually get down to the individual savings and loan 
association, which isa private group ? 

Mr. MueEtier: Yes. 

Senator SparkMan. Of course, I think yout point is well taken 
that they are subject to rather strict supervision. 

Mr. Mue.irr. . Right. 

‘Senator SPaRKMAN. Could this not be likewise ? 
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Mr. Mvueuter. I do not think so. I do not believe small business 
on'the whole, the 4 million small businesses in this country, or what- 
ever proportion of them it is that would avail themselves of ‘this, 
certainly would: not want Uncle Sam’s representatives to come in 
and tell them how to run their businesses. 

Senator Sparkman. No; neither is the man who borrows from the 
savings and loan association to buy his house. Uncle Sam does not 
have anything to do with his house. He is the ultimate customer, and 
that is who you are talking about; but I am talking about the ones 
the Government deals with. 

Mr. Mve.ier. You are talking about a different type of thing. 
When you talk about homes, that is a different entity again. 

Senator SpaRKMAN. Let us take the Farm Credit System. 

Mr. Mvuetier. Yes. 

Senator SparkMAn. Was that not,the same pattern ? 

Mr. Muetter. I beleve this bill is patterned more or less after the 
Farm Credit System. 

Senator SparkMAN. Yes. I think it is more after'the Farm Credit 
System than any other one. 

Mr. Mouei.er. | agree with you. 

Senator SparkMany But I believe it is quite analogous to these 
others.that I mentioned, and still others that could be mentioned. As 
T see it, it is a means of getting the thing off the ground. I think 
that is what was true in the case of the Farm Credit System. <A great 
part of the Farm Credit System has actually paid the Government 
out and is now owned by the.individual members. Is that not true? 

Mr. Mouruter. That is right. 

Senator Sparkman. And is that not the design in S. 3651? 

Mr. Muerer. Yes. Again, however, the Farm Credit System was 
dealing with a specific area of our economy. 

Senator SparkMAN. Surely. And so is this. 

Mr. Mvetrer. No; it isnot. That is where the difference comes in, 
Senator. ‘When you talk about business—how many different types 
of industries and businesses are there ? 

Senator, SPpakKMAN. When you talk about farming, how many dif- 
ferent types of farming are'there ? 

Mr. Mvetier. Probably three. or four hundred. 

Senator Sparkman. And how many different individuals are there 
in farming? ‘Every farmer is an individualist. 

Mr. Muetier. There is no question about that. 

Senator SparKMAN. I just fail to see the distinction myself. 

Mr. Mvetter. I think there is.a very great difference. 

Senator SparkMAN. I will put it the other way. It seems to me 
there is.a great, area of similarity. 

Mr. Muetier. Only in form. 

Senator Sparkman. Well, we will not dwell further on that. Let 
us go on tothe next thing. 

I want to ask you about this provision for exemption from the SEC. 
That is te be found on pages 16 and 17 of S. 3648. What about the 
provision in §. 3641 dealing with that ? 


Mr. Muetuer. I have already commented to a certain extent on 
that. 

Senator SparKMAN. On the SEC provision ? 

Mr. Mvtiier. Yes; but I will be very happy to reiterate it. 
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Senator Sparkman. I did not get it from your statement. I 
thought you were limiting your statement to 5. 3643. Certainly the 
provisions are not the same. There is. considerable difference. 

Mr. Mvetuer. I thought they were exactly the same. 

Senator Sparkman. No; I do not believe you will find them to be. 

Mr. Muexrer. I see. In other words, one is permissive and the 
other is mandatory. 

Senator SparkMAN. That is right. One is a complete exemption. 

Mr. Mueuier. That is right: 

Senator SparkMAN. And one is exempt when the SEC says it may 
he. 

Mr. Mvetuer. That is again a question that .I would think the 
committee in its deliberations could arrive at a good answer to. 

Senator SparkMaNn. May I call your. attention to something I am 
sure you are aware of. Last year I introduced q bill to raise the ex- 
emptions from $300,000 to $500,000. This committee reported it out 
and the Senate passed it, and it is now. pending in the House. You 
endorse that measure, do you not? 

Mr. Mvetier. Yes, sir. »I have represented the Secretary of Com- 
merce on the Cabinet Committee on Small Business, and that was one 
of the recommendations. 

Senator SparkMaAN. That was one of the recommendations of the 
Cabinet. committee ? 

Mr. Mveuuer, That is correct, and we support. that one hundred 
percent. 

Senator SparkMAn. Where would you draw the line? After 
$500,000 You would give these businesses a similar exemption, 
would you not? You would not take that away from them ? 

Mr. Mvueuier. No; I would not take it away from them, but of 
course there is a little difference again. We are talking about. in- 
vestment companies now who are covered separately and differently 
in the legislative acts. 

Senator Sparkman. A $500,000- limitation would apply’ just. the 
same, would it not? 

Mr. Mueutier. Yes. I think $500,000—you know, that is a very 
moot question. What isa small business? I do not know that any- 
body can say. 

Senator SparKMAN. We all have difficulty in defining that. 

Mr. Mvueuier. Yes; I do not believe that anybody can define it. 

Senator SparkMANn. No. Most of our answers are arbitrary. 

Senator Busy. Will the Senator yield for a question I would like 
to get his point of view on? 

Senator SpARKMAN. Yes. 

Senator Busn. I do not quite comprehend it, but. you raised the 
question on the difference between one provision which takes you to 
the Treasury for an authorization. 

Senator SparKMAN. For financing. 

Senator Busn. And it has a limitation on it in the-bill. 

Senator SpARKMAN. Yes, sir. 

Senator Busn. The authorization is limited. The other. route is 
the appropriation route. The Senator has had experienée with that, 
but I fail to see very much difference in the long run between those 
two. Why is there a distinction ? 
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Senator SparKMAN. .Well, there are times when there is a differ- 
ence. Let me give you an exainple. 

We have had the Farm Housing Act ever since 1949 as a part of 
our basic law. The administration recommended our discontinuing 
that. They did it in the budget messages of 1954, 1955, and 1956, I 
believe, and they got to the point where they would not request ap- 
propriations' from the Congress at all. The program, a small pro- 
gram but ‘a good one, dwindled because we had no w ay of getting 

funds. 

Finally, in 1956, this committee reported out and Congress passed 
a bill which extended that program for 5 years, ‘and made $450 mil- 
lion available for that period of time. T hat really amounted to an 
accumulation of funds ‘which we haye previously appropriated, but 
which had not been used. 

The administration started using them. They had used $70 mil- 
lion up about 2 months ago, and the President released, through the 
Secretary of Agriculture, as a part of his antirecession moves, $380 
million all at once. 

Tt leads a flexibility to it that you do not have under direct appro- 
priation. That is what I am trying to say. I think as far as the 
Government is concerned, it is largely a bookkeeping matter. I think 
that the Government is amply-protected. 

We decided that in some of the housing legislation at the request of 
the Treasury. It is a request of the Treasury. The President is not 
directed to do it, but he may do it upon being requested. We agreed 
that the President and his alter ego in financia il matters, the Secretary 
of the Treasury, could withhold that if they decided it was the thing 
to do. 

So it seems’ to me it is'well safeguarded and yet lends a flexibility 
that'is badly needed in a program of this kind. 

Senator Busu. Will the Senator yield? 

Senator’ Ci.arx, I think it is-appropriate. We are in the happy 
situation of the: witness having completed his formal testimony, and 
we have lots of time. 

Senator Busu. That is right. But what I wanted to ask the Sen- 
ator is this: Are you telling us that the administration incumbent, 
whoever: it-may -be, under the appropriation process can say to the 
agency, “Now, do not use that appropriation.” That is what I ‘thought 
you said.. W hereas you are saying under the other process. the ad- 
ministr ation could not do the same thing ? 

Senator SparKMAN. No; I just finished saying they could. . It goes 
fur therthanthat. The administration recommended against the farm 
housing program, and declined’ to ask for an appropriation, so the 
funds were not‘appropriated. 

Senator Busn. I see. 

Senator SparKMAN. What we did in 1956 was to go back and get all 
of those authorizations and total them up and say, “Here is $450 million 
which you can use over the next 5«years. 

Senator Busn. So what happens then, if I may clarify it for the 
record—what, really happens is, under the committee bill you. have 
an authorization to-go to the, Treasury, and that is good as long as 
there is any money there, and: you do not have to come back for an 
appropriation at all. 
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Senator SparkMaANn. That is true. 

Senator Busu. As long as you have anything left in that authori- 
zation. 

Senator SparkMaAN. That is.correct. 

Senator Busu. Whereas under the administration. bill you would 
have to come finally to, the Congress for your reappropriation. 

Senator SparKMAN. That,isr ight. That is what I meant by saying 
it lends flexibility and is still under the control of the administration. 

Senator Busu. But it is not under the control of the Congress 
annually ? 

Senator Ciarx. If I could interject something here. 

Senator SparKMAN. Yes. 

May I say this, though: Walter Stults, staff director of the Senate 
Select Small Business Committee, reminds me just last year, I be- 
lieve it was, you may recall that the Small Business Administration 
ran out of money for disaster relief while Congress was out of session. 
That is what Jam talking about. There was not enough appropriated. 
There was no provision whereby they could go to the Treasury and 
get the money. It lacked the fexibility that it ought to have had 
to deal with those disasters. 

Senator Busu. I think the Senator will agree that the same thing 
could happen under the Treasury method; because if the authorization 
was exhausted you could not get.it there either. 

Senator SPARKMAN. I cert: Fainly do not believe the administration in 
the case of that disaster, if they had had the authority would have 
délayed using it. 

Senator Ciark. I was going to interject on what the Senator from 
Alabama said about. this being largely a bookkeeping matter, be- 
cause I believe it deserves a little emphasis. We are bound by this 
whole obsolete system of governmental accounting, in which we do 
not distinguish i in any way, as far as the budget is concerned, between 
what. is loans where we get the money, and “appropriations where it 
never comes back at all. If we could.get on a basis where we have 
a capital budget for the Government,:with some sensible distinction 
between loans and operating expenses, we would be able to take. an 
intelligent look at; this situation. 

I do not think any city in the country: would last very long under 
the obsolete system of accounting which we operate under in the 
Federal Government. We all know that, and we made some effort 
in the Senate to remedy it, but we have not had much luck in the other 
body. 

Senator SparkMAN. I do not know whether: I should ask this ques- 
tion of you, Mr. Mueller, or not. I should have asked it of Mr. 
Martin when:he was here the other day. 

Neither one of these bills, as I recall it, makes any provision for the 
use of section 13 (b) funds of the Federal Reser've Board. The 
reason why I asked that is the bill originally introduced by: Senator, 
Johnson did provide for their use, and we know ‘that: the Federal 
Reserve Board never made use of those section 13'(b) funds. I 
believe there have been recommendations at different times for the 
transfer of that back to the Treasury, or else to do something with it 
and take it away from the Federal Reserve. 

Do you have any comment on that? 
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Mr. Mue.tier. Senator, I am afraid that I would not be competent 
to comment on that. I think that is a technical matter and I believe 
that.the Federal Reserve ‘Board Chairman, Mr. Martin, probably 
has:a valid reason why he doés not go along with the utilization of 
those funds. 

Before I could comment, though, I would prefer to discuss it and 
find out. 

Senator Sparkman. I will simply do this: I will ask the staff. if 
Mr. Martin has made a statement relating to that. I am sorry I did 
not think to ask him about it the day before yesterday. 

(The following, with reference to the above, appeared in the liear- 
ing on Credit Needs of Small, Business, June 20, 1957, p. 503:) 

* *” * * * 


Es * 


Senator Ciark. As I \understand it, Senator Fulbright’s bill [3.2286] would 
take the $27%4 million which is still available under section 13 (b) and make 
it available for loans to the State deyelopment companies. Is that not correct? 

Mr. Martin. That is cdrrect. 

Senator Crark. 'And, of course, that would be fine from your point of view, 
because you want us to repeal section 13:(b). 

Mr. Martin. And we have supported repeal.of ‘section 13 (b). 

Senator CLarRK. You will kill 2 birds with 1 stone. 

Mr.’ MakTIN, So we woyld naturally support, that operation. * * * 


* , ® * * > * * 


Mr. Mueller, I wonder if you could tell us what is happening in 
thé Cabinet Committee now? Are they,still working? 

Mr. Murer. The Cabinet. Committee‘ has frequent meetings both 
as a full committee and subcommittees on various areas, and I ‘believe 
within the next week a further report, a further progress report, 
will be forthcoming. I know it is practically prepared. now, and as 
a matter of fact it is.and is being circulated for signatures at the 
present time. 

Senator Sparkman. I am delighted to hear it and I shall look 
forward to it with a great deal of interest. 

Mr. Mvetterr.° I think you will find some recommendations in there 
that will be very helpful to small business. 

Senator Sparkman. Did you read,our annual report ? 

Mr..Mve.ier. I did. 

Senator Sparkman. Did you reid our report on the impact of 
taxation ? 

Mr. Mvetter. Again I did. 

Senator SparKMAn.. I ‘hope you are in general agreement with both. 

Mr. .Movetter. I certainly. 

Senator Sparkman. That is all. 

Senator Ciark. Senator Robertson ? 

Senator Roserrson. S. 3643 has been -referred to as the adminis- 
tration bill. Did you prepare it? 

Mr. Move ter. It is not .an administration bill as such. It was not 
circulated and approved, you might say, through the ordinary proc- 
esses of introducing an administration bill. 

Senator Rogertson. But you did prepare it for Senator Thye? 

Mr. Mvuerirr. It was prepared for Senator Thye.. Yes, sir. 

Senator Ciark. By whom ? 

Mr. Mvetter. The provisions of the bill were arrived at in discus- 
sion between working members of the Cabinet Committee on Small 
Business with special interest in the field and put into bill form. by 
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counsel. I can certainly say that the Department of Commerce con- 
curred in the authorization of the Small Business Administration to 
make loans to development credit corporations and to small business 
investment associations. 

Senator CLark. Will the Senator yield briefly ? 

Senator Ropertrson. Yes. 

Senator Ciark. When!’ This is such a new approach for the 
administration to come forward with a recommendation in support 
of a capital bank, or capital banks for small business, that I at least 
was a little startled to see this change in the middle of the road. 

Mr. Muetier. Wait. This is not a capital bank bill. 

Senator Cuiark. If it is not, there is a certain coincidental re- 
semblance to it that: is striking. 

Senator Sparkman. It is.a capital bank program, is it not? 

Mr. Muetier. Well, it is a method of equity financing for small 
business. 

Senator SparKMAN. ‘That is what i mean. 

Mr. Mvuetier. No; it is not the establishment of Government agen- 
cies; which I believe the other bill encourages. 

Senator SparKMAN. Only'on a temporary basis. 

Mr. Mue.ter. Yes. But. you know, Senator, how these temporary 
things are. 

Senator SparkMan. You know the Federal Reserve is organized 
that way, and the banks bought the stocks so well that the Federal 
Government’ never did have to subscribe to any capital in it. The 
farm cooperatives bought out, I believe, within a few years. I think 
they completed 1 in 1947, or somewhere about that time. 

Senator CLarK. Senator Robertson. 


Senator Rosertson. Yesterday Mr. Barnes testified as follows: 


The legislation to authorize the Small Business Administration to make loans 
to local and State development credit ‘corporations and to Small-business invest- 
ment associations is in accord with the President’s program. 

Senator CLark. So why is this not an administration bill? What 
is the difference ? 

Mr. Muetter. Of-course, I cannot speak for Mr. Barnes. . He can 
speak for himself. 

Senator CiarK: He already has, and very eloquently. 

Mr. Mvetier. Very eloquently. He isa very fine man. 

Senator Crark..We are trying to give you credit for this, Mr. 
Mueller.. We aré happy to see the administration come along at long 
last to meet a need that some of us in tlie committee feel was unsat- 
isfied for a long time. I think you ought to step up and be proud of 
this bill. 

Mr. Mvuetuer. I' am certainly in absolute accord with it, but you 
asked me whether it has been a bill which was introduced in the regular 
manner as an administration bill, and I am sorry I cannot say it: but 
I do say ‘those people in the administration most concerned with this 
problem, including the witness here now, have consistently been in 
favor of programs of this kind. 

Senator CLiark. But this is the first time, just in the last few weeks, | 
where some initiative from the administration resulted in the introduc- 
tion of a bill, whether or not you want to call it technically an admin- 
istration bill or not. In other words, you have not gotten around to 
doing anything about it until just a few weeks ago. Is that ‘not right? 
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Mr. Mvuetter. Well, of course itis right when you talk about the 
bill itself, but I think’ you will find that, i in the first place, the. Small 
Business Administration itself is an administration agency. By that 
I mean it was put into effect in 1953. 

Senator Busu: Will the Senator yield ? 

Senator Crark. Yes. 

Senator Busn. I would like to observe on this line of questioning 
that since I have been on the committee, this is really the first time 
anybody has brought this type of legislation up. I do not consider 
it any more a reflection on the administration than I do on either of 
us that we are just getting around to doing something about it. There 
has been discussion about it, but this committee in the 6 years I have 
been sitting here has not sat, down as it is doing today to discuss a 
concrete proposal. 1 

Senator CrarK., Will the Senator yield back briefly ? 

Senator Busu. I will be delighted. 

Senator Crark. I was chairman of this subcommittee last year and 
we had some very extensive hearings on Senator Sparkman’s ‘bill, 
which in many ways is now being copied by the administration.. We 
sat for 5 weeks on it last year. 

Senator Busy. What happened to it ? 

Senator Sparkman; I think the Senator from Connecticut is largely 
correct, except for last year. Last year we did-get down to discussing 
a bill and finally édtried it ‘ever to this year, to ‘await the: Federal Re- 
serve’s report. That is what we are doing now—taking it up now. 

Senator Busu. I am not making’any criticism, but.as long as the 
Senator is trying to pin the witness down on the. deficit in the adminis- 
tration’s activity, I think, it is fair to point out it is not especially the 
administration that has been lagging in this. This committee has been, 
both parties have been. If you want to put it that way, I will agree 
with you: 

Senator Ciark. Without necessarily agreeing with my friend, I 
would like to: let the Senator from Virginia continue with his 
questioning. 

Senator Ropertson. Yes. 

Mr. Chairman, I was-just trying to lead up to this question: On 
the assumption that the.administration is now in some:way, shape, or 
form, endorsing a new type of loan, namely, equity « ‘apital with no 
present tangible value behind it except ‘the estimated goodwill and 
prospects of the borrower, what survey was made and “by whom to 
indicate a necessity for such a program ¢ 

Mr. Murtier. The new type of loan, Senator, to which you refer, 
is really a loan to a new type of organization or association. I do not 
believe that the loans; as such, are particularly different, except that 
they are made through an association, privately organized and pri- 

vately financed, that is, up to a certain amount, a minimum amount, 
and those particular organizations who in turn are loaning money or 
buying equities in sniall businesses, are the companies to which the 
bill points to the Small Business Administration loaning money to. 

Senator Rogerrson. In order that I and others of the committee who 
did not hear the hearings before this Sniall Business Subcommittee 
last year on financing small business, where, among other things, I 
believe this plan was discussed, may understand this, I wish you would 
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summarize for the record just what this plan is. I do not happen to 
be a member of the Select Committee on Small Business. 

There is one provision in this bill which seems to me to set up a 
national association. Then there are State associations and also 
private assoc lations. 

I am a little at a loss as to what these lending agencies are going to 
be, and how much investment ‘the Government ‘will have in them. 

How much will be private capital?, How much will come from 
private enterprise / 

I understood Mr. Barnes to-say yesterday.that primarily, if there 
was a loss that, occurred, the Government would be left holding the 
bag and would take the loss. 

Mr. Mvuewier. There are two different types of investment or devel- 
opment corporations. One is the State type of development corpora- 
tion that has for its main objective the provision to encourage new 
businesses located in certain areas in a State. For instance, the State 
of Pennsylvania, Senator Clark’s State, has quite an effective State 
development corporation. Various other States also. Up in New 
England I believe all of them have State development corporations. 

Senator Carenart. Will you yield at that point? 

Senator Ropertson. Yes. 

Senator Carenartr. Do you think that the Federal Government 
ought to lend money to such State organizations? 

Mr. Muruuer. If they are properly: capitalized by the States and 
financed to-a degree. 

Senator Capenart. Do you think. the State of Pennsylvania, for 
example, should be loaned money to take industry out of ‘Indiana? 

Mr. Murtuer. Absolutely not. 

Senator Carenart. Is that not the purpose of it, or one of the 
purposes ¢ 

Senator CLarK. Will the Senator yield so that we might put vice 
versa at the end of that question ? 

Senator Carenarr. I am sure the Senator from Pennsyl vania will 
be in favor of it. 

Mr. Muruier. Senator Capehart, in all of our discussion that we 
have-had on either this bill or the area assistance bill, or any of the 
bills, one of the provisions we have already ‘insisted on. is. we should 
never rob Peter to pay Paul. I have always made this statement, and 
I reiterate it up and down the corridors of this fair'city, that is, that 
this Federal Government should never spend one cent to favor one 
geographical area as against another in any field. 

Senator Carenarrt. Is that not inherent in this legislation? 

Mr. Mvuetter. No. 

Senator Cargenart. It is not? ; 

Mr. Mveter. I do not-think so, because I believe specifically in.this 
legislation it says it should never be used to loan money: to move one 
business from one area to another. 

Senator Carrnarr. How are you going to control that if you loan 
the money to a State association ? 1 

Mr. Mvuetter. Because you loan them for specific projects. 

Senator Carenarr. Pardon? 

Mr. Mvue.tirr. You loan them the money for specific projec ts, and 
when you loan for specific projects you scrutinize what that project is. 

Senator Carrnart. That is a good point. 
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Now let me say: this 

Senator Roserrson. With all due deference to the Senator, he is 
taking the witness away from the answer to the question whic hI put 
to him. I do not mind yielding on the point, but getting to another 
general discussion, when he has not had time to answer my question, is 
something else. 

Senator C APEHART. Go ahead and answer him. 

Senator Crark. I would hope the Senator from Indiana will in- 
dulge the chairman and try to bring a little bit more orderly procedure 
in this by giving each member of the subcommittee an opportunity 
-to ask hi’ own questions and complete his questioning in a relatively 
short period of time, so that the other members of the subcommittee 

an speak. If the Senator from Indiana will indulge me, I would like 
to'giye the Senator from Virginia an opportunity to'finish. 

Senator Carenart.: I thought the Senator had finished. 

Senator Ropertson: No. I asked the question and he has not even 
answered it. ; . 

Mr. Muetter. I started to answer it. 

Senator Roserrson. Yes.’ And I will, ask you to finish the answer. 

Mr. Mvetier. I answered with reference to the State development 
corporations. * 

Senator Roperrson., Now wait a minute., On tlie States, how much 
does the Federal Government contribute to'a State organization ? 

Mr. Mvuetier.: Well, the loans are limited up to $250,000. 

Senator tOBERTSON. What would be’ the Federal Government’s 
share? . 

Mr: Mvetier. | say the. loan of the Small Business Administra- 
tion to a'State development corporation for any specific project would 
be limited to $250,000. 

Senator Ronerrson. Then who would-puttin other'‘money-? Would 
it all be Federal money ? 

Mr. .Mvetirr.-No. The State development corporations;.or the 
local development, investment corporations, have to have a minimum 
amount of private capital in order to qualify as such associations. 

Senator Rorertson. , Before they ean get it / 

Mr. Mvettrr., Before they cam get a loan from the Federal Govern- 
ment. 

Senator Rosertson. Is one of them going to be a national organ- 
ization? I see some reference in your bill to having 10 directors. 
What kind of an organization is that? 

Mr. Muetier. Well, Senator. I believe title V of the bill, which is 
quite long and I can insert: it in the record, if you wish—— 

Senator CrarK.’ No, Mr. Mueller, we have this bill in, and lots of 
testimony also. If you will just confine yourself to answering Senator 
Robertson’s questions as briefly as you can, we would appreciate it. 

Mr. MvueE.ter (reading) : 

The board of directors of each small business investment association shall 
consist of not less than 5 members and not more than 9 members, all of whom 
shall be elected annually by the holders of the shares of stock of the 
association. 

That has to-do with the small-business investment. associations. 

Senator Rosnerrson. I know. Then you said they had State organ- 
izations and I asked you if you did not have a plan for national 

organizations. 
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Mr. Muertier. No. There is no ‘glen for a national association. 

Senator Roserrson. Who charters them? The Small Business 
Administration under this bill, or the State? How do they g get going ? 

Mr. Mugtier. The State charters private (local) or State develop- 
ment corporations, and SBA would.charter.small-business investment ” 
associations. ' 

Senator Rosertson. On page 3 of your prepared statement you 
say to-make these projects go’they would have to have some speci ial 
tax treatment. You say that— 
the internal revenue ‘laws should ,be amended to allow individuals investing : 
in the stock of these associations to charge losses on such investment against 
income, these associations to charge against income the losses which they, incur’: 
on investments in small-business concerns, and these associations to be exempt 
from taxation on ‘dividends which .they receive from investments in small- 
business concerns. 


Now,, are'those tax ber efits in excess of the tax benefits \provided 


on page 17-and the following of your bill? 


Mr. Mvuetier. They are exactly the-same, sir. 

Senator Roserrson.: The'same thing ? 

Mr. Mueuuer. Yes 

Senator Rosérrson. I assume you haye not told wus wlio drew the 
bill, but whoever drew it’ knew that under the Constitution, tax laws 
must originate on the House side. 

‘Mr. Mc ELLER. Yes. 

Senator Cuark. Wrll the Senator permit also the additional a 


servation that this committee has no jurisdiction over taxation. 


Senator Roserison. Of course not. I was going to bring up the 
yoint that.during my 25 years of experience in .this’ legislation, I 
1ave never known an instance in which the Senate attempted to orig: 
inate a tax change that was accepted by the House. Anything that 
went into a bill of that kind has to go tothe House, and it is a question 
of the Ways and Means 'C ommittee taking it up. They take hold of 
it and that is the last you ever hear of it. 

If you have to have tax benefits to make this schenie work, how do 
you propose to get them ? 

Mr. Mvuetier. There is a companion bill introduced by -Represent- 
ative Talle in the House. 

Senator Roprertson. He is on the Banking and Currency Committee 
there and that has no more tax jurisdiction than this Banking and 
Currency Committee. 

Mr. Murioer. Of course. Tax benefit here, I believe, is incidental 
to the general purpose. It is a point of constitutional law or leg- 
islative ] procedure that I do not believe I am competent to pass upon. 

Senator Rosertson. I have heard a lot of sentiment expressed by 
small-business men that the best help Congress could give them would 
be to reduce their taxes, and also change, the law concerning the re- 
tention in business of more than a percentage of the net earnings. 

Mr. Mvueuier. That is right. 

_ Senator Rozertson. We have a law to keep them from incorporat- 
ing and piling up their earnings that are not distributed. If they are 
distributed they have a super-duper rate on it. ,If they think that 
would be the best remedy, why could we not center on giving: them 
that kind of remedy instead of trying to go into a yery complicated 
program of trying to give them equity capital ? 
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’ I am finding it difficult to find out what the setup will be. On 
yesterday Mr. Barnes testified there were items involved that he did 
not understand, and that he could not answer, and neither can any- 
body else answer them. 

Mr. Mueuirr. Well, Senator, in the first place I believe one of the 
‘provisions to which you refer is the fact that $60,000 is now the limit 
to which a corporation can accumulate profits and not distribute them 
without having it questioned by the Internal Revenue Service. I 
believe in our first progress report to the President, the Cabinet Com- 
mittee on Sinall Business recommended that that limit be incre: ised, 
in other words, to save comparatively small business from harassment 
or questioning as to whether they could retain those profits for the 
purposes of future expansion, which is usually the reason for doing it. 

Senator Rozsertson. I would not, know of any better way to finance 
the expansion of a small-business enterprise.than. to permit them to 
use the money they have already earned in that business. 

Mr. Muerirr. There is no question about that, sir. I agree’with 
you one hundred percent, and I also have made the statement here, I 

elieve’ prior to your coming in, that I felt personally that the tax 
program or. policies that we have pursued over the last few years and 
many years has been one of the greatest inhibitors of the growth of 
small business.’ 

Senator CiarKk. Would the Senator yield ? 

Senator Ropertson. Yes. 

Senator Ciark.' Béfore the distinguished Senator came. in we got 
off on 'this:tax business a little bit, and I think the Senator from 
Connecticut and I more or, less agreed since that was not within the 
jurisdiction of this: committee, we would try not to pursue it too far, 
because it is really something that we have really no jurisdiction over 
at all. 

Senator Ropertson. But it is in both’ bills, I understand. 

Senator CiarK. That is right. 

Senator Ropertson. The same provision is in those bills. 

Senator Crark. Yes; but this particular witness on the other hand 
has nothing to say about it. 

Senator Rorertson. That is all the questions the Senator from 
Virginia has. 

Senator CiarKk. Senator Proxmire, you have not had an oppor- 
tunity to ask any questions yet. Do you desire to do so? 

Senator Proxmire. Not at the present time. 

Senator Ciark. Senator Capehart ? 

Senator Carenart. I do not believe so. I was sort of cut off here 
a minute ago and I forgot the line of questioning that I was following. 

Senator Crark. Senator Bush ? 

Senator Carpenart. Wait till I finish here. -You have been pretty 
sharp on the trigger. 

I think the record ought to be made straight, however, on the little 
colloquy we had a minute ago about this being the first time the 
administration offered any kind of a bill with respect to this matter. 
T would like to have the record show, therefore, that the opposition 
over the last 26 or 27 years, except for 4 years, had control of the 
Congress.. They control both Houses today and they have the votes 
to pass any legislation they want to any time they want to pass it. 
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Senator CiarK. Will the Senator yield? 

Senator Carenart. The hearings were held last year and you had 
the votes last year to have reported that bill out. You have the votes 
now to report it out. Therefore; since you injected politics into the 
matter. by saying that the administration has done nothing, I thought 
it was well to keep the record straight. 

You have the votes to get it out any time you want to. 

Senator CLarK. Will the Senator yield? 

Senator :Capenart. So let us not inject politics’ into this legislation 
by saying that the President or the administration has not done some- 
thing, because you have the votes to do it any time you want. to do it. 

Senator CLark. Will the Senator yield ? ‘ 

Senator Carenartr. Yes. I will be very happy to. 

Senator Ciark. If we had the votes, we would ‘have done. it long 
ago. We need:some.help from your ‘side of the aisle. I'am will 
happy to say. we got it the other day-in the area redevelopment bil 
and I hope we will get it on this bill, too. 

Senatoi Carenarr. ‘But do.not condemn the President of the United 
States. You’ control the Senate and the House. You have the votes. 
Senator Ciark. Are you through ? : 

‘ Senator Carrnarr. No. 

I said I started talking about something here and then I was cut off. 

Senator CLarK. I want to give the Senator the opportunity to have 
the last word. 

Senator Capenarr. I do not want the last word, but I do not, like ° 
the idea. of blaming the administration by saying that just: recently 
they did something, when last year you held hearings and no action 
was taken on it. Let usbe fair about it. 

Under our system of government. we have two parties and we cer- 
tainly have to play polities, but let us be fair about these things, and 
not blame the administration. I know why these things do not pass, 
as well as anybody else. It is because you have people on both sidés 
that are either for or against it. At the moment I would judge from 
the questioning that Senator Robertson and myself are quite critical 
on this legislation. 

Senator Rozerrson. We are just trying to get it in the best possible 
form. 

Senator Carenarr. The question I wanted to ask was on this series 
of questions a moment ago. You say you are going to loan money to 
this State association only for a specific project that you have cleared 
in advance before you loaned them the money. 

Mr. Mvuetter. That is right. 

Senator Carenarr. Are you sure that is correct ? 

Mr. Mueuier. You see, frankly, I get some of these bills twisted, 
because I have been discussing the area assistance bill, in which I know 
that is the case exactly. I had probably assumed that this was in this 
bill. I would have to ask my attorney whether that is the case. 

Senator, let us see—this is title V. 

Senator Carenarr. Title IIT, you mean. 

Mr. Muetter. Yes. Title II, section 4: 

Loans made by the Administration under this authority shall bé limited to 
$250,000 for each such identifiable small-business concern. 

Senator Carenart. I have alittle trouble in working out in my own 
mind just how the mechanics of this is going to operate should we pass 
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either the Johnson bill or the Thye bill, or the so-called administra- 
tion bill, that is. The mechanics of how it is going to work. I say 
that because there are so many problems involved such as the one we 
were discussing a moment ago. 

Are you going to loan money to a Pennsylvania State association 
to take businesses out of Indiana, and vice versa. And then are you 
going to pass upon the credit and desirability of each loan that ‘the 
State associations make when you loan them the money to make them! 

Mr. Muetier. My interpretation is that no loan will be made except 
on identifiable projects. 

Senator Carpenart. Would you consider this legislation workable 
if it were limited to the Small Business Administration or the new 
agency which is set up, confining their loans to these associations in 
the form of preferred stock, or a debenture, or any Anstr ae 
I am_ not concerned about the specific instr y putting 
up as collateral against the Federal Government’s ‘oats all of their 
assets ¢ 

For example, I remember the RFC loaned the Baltimore and Ohio 
Railroad Co. $80 million and they put up all of their rolling stock. 
They put up more than enough collateral and assets to cover the loans. 
Would this bill be as workable if it were just limited to that, where 
we had nothing to do with anything except loaning the money. to the 
association, whether it be.a State association, or a local association, or 
a regional association? In other words, get completely out of the 
operation of that association ? 

Mr. Muetter. Answering your question which you raised, namely, 
if that would involve the possibility of robbing one State to the 
advantage of another, I would not be in favor of it.. I think when you 
are going.to loan Federal moneys for projects of this kind, you must 

safeguard it sotthat we do not have the very problem developing which 
you are interested in. 

I represent the Secretary of Commerce on the Loan Policy Com- 
mittee of the Small Business Administration, and on their direct loans 
today to business we would never loan money and would never pass a 
loan for the purpose of moving a company from one place to another 
where it would create unemployment in the place from where you are 
moving them. 

Senator Capenart. Of course, that is one of the big weaknesses of 
this distressed area bill, likewise. I think the mechanics of this legis- 
lation are very, very important. I think the idea and principle of 
helping small business is certainly as legitimate as it is to help the 
housing industry, or the farmers, or the banks, or any other group. 
I think the big consideration that has to be given by this committee is 
to the mechanics of it. 

Mr. Mvetter. .That is why we feel an experienced agency like the 
Small ‘Business Administration should. be entrusted with this admin- 
istration of such a program, rather than building up a new one com- 
petitive with it, you might say, which is done in S. 3651. 

Senator Carrnartr. One other question. You may not have the 
answer to this, but do you have any idea at all of how much Federal 
money it would take for you to do a reasonable job ? 

Mr. Mve.ier. Senator, I think that would be a very wild guess, but 
let me say this: Again on the point Senator Robertson brought up, if 
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we give tax incentive to investors the money will be provided by 
private capital, and that is where it should come from. I do not 
think personally that the Federal Government should be in any of this 
ifit is possible not to have it in it. 

* Senator Carprnart.. You see, you do not make it any easier for a man 
to repay a loan just by virtue of the fact that the Federal Government 
loaned the money to him, any more than it does if a bank, or an in- 
surance company, or anybody else loaned it to him. 

Mr. Mvuruier. No. ~ it has to earn a profit. 

Senator Capenart. If it is a loan it is as hard to repay or as easy 
to repay, depending on the circumstances, as it is otherwise. 

Mr. Mvuetier. That is right. 

Senator Carenart. I think the mechanics of this legislation is the 
thing we have tothink most carefully of. 

Thank you, Mr. Chairman. 

Senator CLARK. Senator Robertson. 

Senator Roserrson. | would like to make this observation.. One 
problem of small business is the unfair competition of big business. 
We have that illustrated down in 'my area some: years ago with a 
little iron works. One of the big steel companies just undersold them 
considerably wherever they were doing business until it broke them. 
Then ‘the big steel company bought it ‘and, of course, they went back 
into full production and at normal prices. 

I do not think that the Government is doing a very good job 
in protecting small business from big-business competition, 

Mr. Muetier. Well, Senator, I may be very naive. Ihave been 
in business a long time—over 40 years—and ‘I have never frankly 
personally experienced the predatory: situation, such .as' you’ have 
indicated. 

Senator Ronertson. We can prove a lot of instances of it, espe- 
cially in the tobacco industry where the “big four” have done all 
that they could. The court found them guilty and they paid a big 
fine and they were supposed to cease and desist, but they went right 
ahead doing it all over again, to put the small, independent manu- 
facturers of cigarettes out of business. You cannot get away from 
that. There have been plenty of instances of it; predatory, as you 
eall it. : 

Mr. Mvetier. I also think small business has some advantages over 
big business. I happen to have been a small-business man jin ‘an 
industry that is composed mainly of small businesses, namely, the 
furniture manufacturing industry. We have very few large units in 
that particular industry and the competition is very, very severe; but 
I think that small business certainly has many advantages in the 
personal services that it can give, in the attention to det ails instead of 
the type of attention to business which large business gives, which 
has no personal feeling to it at all. 

No. I think that small business has a lot of advantages over big 
business. I would rather do business with a small business than a 
large one. I am speaking of a large and big corporation. But on 
that I think we get into a discussion which is beside the point. 

Senator CLiark. Senator Bush, I think you had a question. 

Senator Busn. I do not have.a question but I would like to make 
an observation for the chairman’s consideration. This folder we have 
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is very helpful in considering oe matters, but I do not have a 
copy of the administration bill, S. 3648, in the folder. 

Senator Crark. It was not in my folder either, but it is going to 
be put in today. 

Senator Busu. That is one suggestion. Also we have this thing 
oretty much down to the committee print, S. 3651, and the admin- 
istration bill: So that simplifies it. ‘The other point I want to make 
is the fact that you have a functional diagram of the committee 
print bill which I think is useful in studying it. I would like to 
see one of a similar nature made on the administration bill. 

Senator CrarK. Mr. Cash tells me he will have that done. Mr. 
Mueller, I have tried to be temperate and I have a few questions 
now I would like to ask you. 

Mr. Muetter. Good. 

Senator Crark. I am afraid that the record is not very clear, and 
I want it definitely of records as to whether you are or are not in 
favor of S, 3643. I understood you to say first you were, and then 
a minute or so ago you said you thought the Federal Government 
ought to keep out of this field. 

Mr. Mueuter. No. Wait'a minute. I said I have gone on record 
as being in favor of this bill. 

Senator CLark. So your comments of a minute or two ago that the 
Federal Government should stay out of this field were sort of 
incidental ? 

Mr. Mvueuier. For this reason, sir. I said if our laws were such 
that private capital could be encouraged to invest, there would 
be plenty of private capital and it would not be necessary for the 
Federal Government to get into this. 

Senator Ciark. But you are in favor of S. 3648. Period. 

Mr. Mvuetirr. Period. 

Senator Crark. All right. I think there is another confusion in 
the record because of what [ understood your statement to be in 
answer to some interrogation from.Senator Capehart that all of 
these loans were identifiable and were specific loans. 1 want to point 
out to you that is not the fact under S. 3643. 

Mr. Mvetier. I will have to refresh my memory on that, sir. I 
did make the statement. 

Senator Crark. Let me help to refresh your recollection. If you 
will look at S. 3643, page 6, title IV, it says, “Loans to State de- 
velopment credit corporations evidenced by debentures.” -I think 
you will agree with me that the loans made by those State develop- 
ment credit corporations will not. be identifiable by the Federal 
Government. 

Mr. Muetxer. I must confess that the statement I made was wrong 
and T confused it with my knowledge of the area assistance bill. 

Senator CLark. Let me point out I am -not trying to be critical. 

Mr. Mvuetuer. I appreciate that. 

Senator Crark. We had a pretty desultory discussion here and it is 
very easy to be not entirely consistent-in your answers. Finally I 
would like ‘to discuss with you briefly your views that we should 
not set up a separate agency as S. 3651 recommends. in the form 
of a Small Business Investment Administration. 

I would like briefly to outline the argument in favor or in sup- 
port of such a provision and then ask for your comment. The rea- 
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soning behind the provisions of S. 3651, which sets up a separate 
small-business investment agency, is that the functions of a com- 
mercial bank are different from the functions of an investment bank, 
and that the functions of a welfare agency are different from the 
functions of a profit agency; and that, while:the Small Business 
Administration is, of course, intended to be operated without undue 
loss, nevertheless, it does not step into the picture unless and until 
existing private enterprise agencies are unwilling to make the loan. 

Whereas, in the effort to fill what we call the Macmillan gap, 
which is to provide long-term financing for small business on a, profit 
basis. With the acquisitive instinct high in. support of this kind 
of an agency, we ought to have the same kind of thinking which 
an investment banker rather than a distress commercial banker 
would approach the situation: That the Small Business .Administra- 
tion may ne a conflict of interest with this capital financing agency 
in that if the Small. Business Administration makes.an improvident 
loan: it would be very much tempted to bail itself out by making a 
long-term equity advance through its alter. ego, the Small Business 
Investment Administration, and, therefore, it is far wiser to have a 
separate agency which would look at this thing from a separate philo- 
sophical point of view. 

In order to be sure that the activities of the two are properly co- 
ordinated, there is in S. 3651 a provision for a policy board on which 
the Small Business Administration and the Small Business Invest- 
ment Administration would be represented and at that level you 
would be able to coordinate the activities of these two rather dissimilar 
functions. 

I would like your comments on that. 

Mr. Mvuetier. Mr. Chairman, just as boards of directors and loan 
agencies of country banks are the principal people in any community 
wlio can best advise small-business concerns or business concerns of 
any size as to the proper relationship between their equity structure 
and whatever loans they may desire, so in my opinion the Small Busi- 
ness Administration, through its connection with banks all over the 
country, and with its own regional directors, who have worked closely’ 
with these banks, are able to advise these small concerns who want 
or who need equity financing. 

I do not go along quite with your statement, that there would be 
a possibility of a bailout through equity financing of a bad loan 
that the Small Business Administration might make, because it is one 
and the same outfit. They cannot bail themselves out in that manner, 
I would not think. 

Senator Crark. Go ahead. I do not want to interrupt you. 

Mr. Muwuter. All right. Now, look. The whole difference between 
what the Small Business Administration is doing now and what 
is proposed, is to put this loan in a different structure in an individual 
concern. Today SBA can make a 10-year loan. 

Senator Crarx. If you will permit a brief interruption, I would 
like your comment on my view that this is as different a function, 
this new proposal, as investment banking is from commercial bank- 
ing. If you are speaking now in terms of big business and you want 
investment capital, whether it be stock or long-term mortgage bonds, 
you then go to Brown Harriman Co. and you would not go to the 
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First. National Bank or the National City Bank. My question to you 
is to invite your comments as to why this is the same situation within 
the structure of giving aid to small business. 

Mr. Mupwtier. For the simple reason, as I say, that these particular 
concerns to which we are directing our attention today are now going 
to the Small Business Administration for loans. 

Senator Ciark. Because they have nowhere else to go. 

Mr. Muwtier. Because they want long-term loans that really should 
be equity capital. 

Senator Cuark. Right. 

Mr. Mvetier. Am [right on that ? 

Senator Ciark. Yes. 

Mr. Muetier. Allright. .So I think the Small Business Administra- 
tion-is in a good position. Remember they are different than an in- 
vestment bank. 

Senator Ciark. That is just why I do not want to see them take 
this function over. 

Mr. Mvusiier. But the investment bank of which you are talking 
both wholesales and retails securities. It just does not invest in a 
company and hold such investment, but these equity associations will 
be doing that. 

Senator Crark. Which is far different from the function of the 
Small Business Administration. 

Mr. Mvetxer. But I still feel that the Small Business Administra- 
tion will be better able to judge the proportion. You provide, as you 
say, for a policy board, but that is a cumbersome sort of arrange- 
ment. 

Senator CiarKk. I do not want to argue with you, but just get your 
point of view on the record. 

Mr. Muetier. Yes. I am giving you my point of view and I am 
saying in.my opinion—— 

Senator Crark. Then do not pause for rebuttal, but go straight 
ahead. 

Mr. Mvetier. All I can say is I feel it is not a competitive function. 
I believe it is a comparable function to what they are performing 
today and I believe they are best able to do this, rather than setting 
up an entirely new organization ; and in a community of, let us say, av- 
erage size, of 100,000 or 150,000, or 200,000, you would have the same 
people operating. You would have to have. There are not that many 
people who are cognizant of these situations and who can qualify to 
be of the assistance we would like to have'them be. So really you 
are going to have in acommunity of normal or average size, two groups 
of people who may be performing almost the same function. 

Senator CLark. Excuse the interruption there, just to clarify. I 
do not follow you along that line at all because what we are talking 
about now is the administrative organization here in Washington and 
we are not concerned with whiat goes on in the local community. 
There you have the same setup regardless.of whether SBIA is sep- 
arate or within SBA. . So I cannot follow your argument. 

Mr. Mvuetier. No. I would say your new SBLA, as it is called— 
and I guess we get used to those names. 

Senator CLark. We are going to have to. 

Mr. Mvetier. Would have to have its regional directors and boards. 
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Senator CLark. Not at all. They would merely pass on the pro- 
priety of making loans to these regional investment associations. If 
I thought we were going to create another bureaucracy like SBA, I 
would not be in favor of it. I would like to have a small outfit here 
to pass on the appropriateness of making loans to small organizations 
inthe field. 1 would hate to see a proliferation of personnel i in another 
bureaucratic setup, and I am afraid that is what SBA would do. 

They would say, in order to supervise as closely this program as 
we are now supervising the commercial function, we will have to 
have twice as many people and do it all over the field. 

Mr. Muetter. | do not believe you can make loans to a small equity 
association without making field investigations. 

Senator Ciark. I do not intend to. The intention is to make them 
in a relatively small number of pretty well financed investment com- 
panies in the field, which is what S. 3651 contemplates. 

Senator Carenart. Do you anticipate the Small Business Admin- 
istration’s present fieldmen will make the investigation 

Senator Ciark. No. I would think, Senator Capehart, what Ss. 
3651 contemplates is the relatively small group here in Washington, 
which would pass on the propriety of making either loans or equity 
investments to a relatively small number of what are essentially -in- 
vestment companies, or investment, banking groups in the field which, 
in turn, on a decentralized basis will deal with the many, many small 
businesses which may request assistance. 

Mr. Muetier. May I comment on that / 

Senator Ciark. You certainly may.. That is why I started it. 

Mr. Mvrtxer. I do not agree with you that there is a relatively 
small number we are talking about. There happen to be 2,000 such 
organizations. 

Senator Crark. I-do.not think you understand S. 3651, because we 
state that the organizations would not get direct loans under it. They 
would have to go to the intermediate ‘investment association. 

Mr. Muettrr. That would bring up the fact that you have to have 
the regional associations or regional banks, would they be? 

Senator CrarKk. Read S. 3651. I wonder if you have. 

Mr. Mvetierr. Yes, sir, I have; but I probably have not’ studied it 
as well as you have. The point is I think it is setting up a duplicate 
organization. That is where you and I differ. 

Senator CLarKk. The essence of this whole field is controversy. : I 
want to get your statement on the record. Have you completed? 

Mr. Mvetier. Yes, sir; Lhave. 

Senator CLark. Thank you,-sir. Are there any further questions ? 

Senator Proxmire. I have'a question. 

Senator CLark. Senator Proxmire. 

Senator Proxmire. In the first place I- would lke to nail down as 
much as I can the distinction and the very legitimate one which the 
chairman is making: between the functions of Mr.. Barnes’ organiza- 
tion and the functions of the organization that would be set up by 
S. 3651. Mr. Barnes’ own testimony it seems is very helpful in ‘this 
regard. Hesays: 

The problems encountered in any equity capital financing program are in- 
finitely more complex than those met in loan financing. In the case of credit 


financing, a requirement of collateral and ability to repay within a period of 
years places an automatic and relatively clear-cut limitation on the number of 
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eligible applicants. In the case of equity capital financing, however, there is no 
equally objective method of evaluating thé risk and determining eligibility, 
Thus, if no objective method. of determining eligibility exists, it is most difficult 
to determine to whom equity capital financing shall be extended * * *, 

It seems to-me in this statement he makes a very good analysis of 
the difference between commercial banking and investment banking, 
and the differ ence, therefore, in the new function that both these bills 
contemplate, inasmuch as this views the idea of providing for long- 
term capital rather than short-term capital for small business. 

What I would like to ask you is, in your own statement on page 5 
you say in eloquent but general terms that the establishment of a new 
Federal agency would entail substantial new costs, and you go on to 
point out that the Small Business Administration is familiar with the 
situation now; and you imply that this would require additional per- 
sonnel being hired. 

I wondered if this is a general statement, or if you can nail it down 
by pointing out spec ifically i in any. kind of estimate. how.many_ new 
people would have to be hired, or how many new jobs would have 
to be created ? 

Mr. Mvrxixr. I would conceive, in answer to your specific question, 
Senator Proxmire, at least it would .be necessary to have statewide 
orgariizations in every State. I would conceive the new agency would 
have to have field people who-were making surveys to determine even 
that those companies to which the Federal Government directly is 
loaning, were carrying out their fiinctions. 

Senator. Proxmire. “WwW hy in the'world, if I may interrupt you, would 
you have to have agencies in every ‘State when, as Senator Clark ‘just 
pointed out, the credit association would loan to the State groups, to 
a large number of them ? You could: have a.very small, or relatively 
small, numberof credit associations and would not have to have one in 
each State. , 

Senator Ciark.. Will the Senator yield ¢ 

Senator Proxmire. . Yes. 

Senator Ciark. In:my judgment: it..would be an administrative 
matter and not as.a matter of legislative direction to set up one of 
these investment companies in each Federal Reserve district and 
decentralize everything. I just deplore this bureaucratic tendency 
to put detailed preaudit and postaudit checkups, regulations, and all 
that sort of thing init. We must not do it again, and if we put it 
in SBA I am afraid that we will. 

Mr. Mvettrr. I cannot quite agree with that, as T have already said. 

Senator Crark. Let mie say, in the finest sense of the term, Mr. 
Mueller, you have now become a bureaucrat. 

Mr. Mvetrr: I hope not. 

Senator Ciark. That is a term of honor. 

Mr. Muestter. I do not think’ so: _Not in my terminology. ‘These 
regional organizations, no.matter how few they are, will be Govern- 
ment organizations. The: proposal under 8. 3643 is that it will be a 
private organization. 

Senatér Ciark. ‘I could not agree with'you less. 

Mr. Muetier. Maybe there is a distinction without a difference. 

Senator Proxmirr.. May I pursue my line of questioning by saying, 
on the hypothesis you w ould need an-asso¢iation in every State you say 
you,would need to create new jobs that you do not have now. If this 
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hypothesis is in error then there is no other specific information you 
could give us on the new offices and new positions that would be 
required by a new agency ? 

fr. Mvetier. I would not be able to give you an analysis off the bat 
as to how many new offices and positions there would be created. , 

Senator Proxmirr. The point I am making is that the Small Busi- 
ness Administration. is already. busy, and their personnel is workin 
hard, and I. presume they could not take on any new. functions an 
would have to hire new personnel also to do this. 

Mr. Morruer. I still feel the banks in the various communities are 
the best judge of whether concerns are worthy of having loans or being 
assisted in equity financing. - The Small Business Administration has 
contacts with all of the 15,000 banks throughout’ the country and, as 
I said in: my ‘prepared testimony, I think the boards and loaning 
officers of those banks are the best qualified people to be of assistance 
in this program. 

It depends on what agency you funnel all of this information out to 
or distribute it out to; in the country, and in the grassroots of the coun- 
try. If you have an-agency like’S. 3651 contemplates, I do not think 

ou will get the proper dist ibution like‘you will under SBA. I think | 
it is necessary, with all the criticism that may be levied at_me for 


‘having become a bureaucrat. 


I tried my darndest to get SBA back: into the Department of Com- 
merce where I think it belongs, and I still think it belongs.there. So 
Iam merely saying that'I feel they have done a good job. - 

Senator Carenart.’ Will you yield? 

_ Senator Proxmire. -I would like to ask one question and I will yield 
the floor. In your judgment, Mr. Mueller, do you think it was wise 
for the Federal Government to act as it did to divorce and separate 
commercial and investment bariking? This is based, as you and I 
recognize, of course, on, vast’ experience in banking and a series of 
abuses, at least in the Judgment of many people. Do you think this 
was Wise legislation ? 

Mr. Mve.ter. .I think it was Wise legislatiori_at the time it was done, : 
because I think there were practices that grew up in our banking sys- 
tem with investment affiliates that was inimical to our banking sy stem 
and to the best interests at the time. 

Senator Proxmire. Exactly. . Because theré was a natural conflict 
of interest. Is that not correct? An innate‘ and inborn conflict of 
interest between thie investment bank‘and the commercial bank? « 

Mr. Mvueier. No. I will not say there is a conflict of interest. No. 
Icannot go along with you on that, Senator. I will say that the reason 
why it failed, and the reason why the legislation ‘was necessary, was 
because too many people became, shall be say, greedy..’ 

Senator Proxmme. Exactly. Exactly. Why? Because they had 
this opportunity. 

‘Mr. Mvetrer. Allright. 

Senator Proxmme. And the law was drafted to prev ent them from 
taking advantage of this perfectly human failing that all of us are 
subject to in some degree or. other, of greed or avarice. 

T yield the floor, Mr. Chairman. ’ 

Senator Carenart. I have just one question. Could we accomplish 
what we are striving for here by just changing the SBA law to permit 
them to make 20-year loans? Let. me add one statement: to that, 
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because if they could loan money to an organization for 20 years, then 
that organization during that 20-year period ought to prove its success 
and be able to refinance itself on a firmer basis. 
Mr. Mue.ier. Senator, many times a concern comes to a bank for a 
loan and the bank says to them, “The proportion of the money that 
you have in equity in your company is too slim as regards the money 
you want to borrow. Now you go out and. you get equity capital and 
build it up and then we will consider your loan.” I do not know 
whether Mr. Barnes testified to this or not, but naturally the Small 
Business Administration has had many loans put up to them on that 
same basis, and we have started a policy of making what might be 
termed commitment loans, by saying to a concern, “If you get your 
money * * *”-—_ 
Senator Carenart. “If you-raise more money we will loan you some 
money.” 
Mr. Moveturr. That is right.’ So I preface that statement with that 
explanation to say that, no,.I do not believe it will still give the proper 
balance between true eotiity and borrowed capital. 
Senator CarenArt. Maybe not, but it might be a better inethodl 
than the one we are thinking about, and I think it would be-auite 
helpful if you just increase the loaning’ authority and permit, them 
to make loans for 20 years; :-That will do-it. 
I can see some drawbacks to it, but likewise I see many, many draw- 
backs to the present bills we have here. I am talking about this from 
the mechanical: standpoint of operation... I think we have to give 
consideration to both, because you have a lot of drawbacks when you 
are going to give, them equity capital over 20 years. 
You, will never: advocate that the Federal. Government; take com- 
mon stock, I am sure, 
Mr. Muetier. No. Absolutely not. 
_ Senator Carrnart. Therefore. if they take preferred, stock. or 

debentures, or, bonds, that in reality is-a loan, and it becomes a first 
mortgage, or ‘at least comes ahead of common’ stocks. in’ case of 
liquidation. 

Mr. Mourturr. Yes: That is right. 

Senator Capenart. The Government Joan for 20 years will take 
preferred-stock ‘ov er comm<n stock in case of liquidation. 

‘Senator. CrArk., Will the Senator yield ? 

‘Senator Caprenart. Tam through. 

‘Senator Crarm Thank you very mucli, Mr. Mueller: We. appre- 
ciate your.natience. You ‘have been very helpful tous. The subeom- 
mittee will ‘be in récess until tomorrow morning at 10 o’clock, at 
which time wé will hear witnesses from the Treasury Department and 
fromthe Internal Révenue Service. 

(Whereunon, at 11:50 a.-m.. the subeommittee recessed until. 10 
a.m. the follewing day, Thursday, April 24,.1958.) 
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THURSDAY, APRIL 24, 1958 


UNTTED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE-ON SMALL BUSINESS, 
Washington, D.C. 

The. subcommittee. met, pursuant to recess, in room 301, Senate 
Office Building, at 10:05 a, m., Senator Joseph S. Clark (chairman 
of .the. subcommittee ) presiding. ‘ 

Present: Senators Clark, ‘Sparkman, Proxmire, and Capehart. 

Also-present : Senator Bush. 

Senator Chark. The siibcommiittee will be 1 in, session. 

Our first witness this morning, is Mr. Laurence B. , Robbins, 


_ Assistant Secretary, of the Treasury. 


Mr. Robbins, we will be happy to have you come forward and give 
us the benefit of your thinking ‘on these bills;’ I see. you have a pre- 
pared statement and ‘I suggest you just read it and be indulgent, ‘if 
you will, and expect any interruptions that may be forthcoming. 


STATEMENT OF LAURENCE B..-ROBBINS, ASSISTANT SECRETARY 
OF THE ‘TREASURY aur 


Mr. Rogsrns, All right, sir. 

Mr, Chairman and “members vof the*subconimittee,’ I welcome this 
opportunity: to appear before your subcommittee to submit tlie com- 
ments of the Treasury Department on-the financing of small business 
in connection’ with the sevéral bills which ‘are before your committee 
for’ consideration. The Treasury is keenly,aware that the smaller 


‘businesses of our Nation have been; and are, a dynamic force in, our 


free competitive economy.» Each small enterprise .makes .its contri- 
bution to the development of new ideas, new, procésses, and the main- 
tenance of a continuing broad -base of "competition: We fell that it: 
is highly important’ for ‘the’ Government to try to determine as clearly * 
as possible what. the financial and other needs of small business are . 
and, to the extent that it can properly do se, to see that those needs 
are met. 

In our testimony before this committee last June we urged that any 
decision as.to.the method by whicly further financial assistance should 
be given to small business’ by the Governnient be deferred util the 
findings of a study, then contemplated ‘by the Federal Réserve Board, 
would be available. ‘The reports on. those parts of the ‘study which” 
have been completed have ‘been submitted to the committee. and, 
although much more is to be learned from the still unfinished part, 
it-is now possible to draw at least some'tentative Conclusions. which 
help to plaée the problem in proper perspec tive: 
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The first df these conclusions. is that there is no apparent shortage 
in the availability of short-term or even intermediate-term credit to 
small business. If there is a gap anywhere in the availability of 
small-business financing, it would appear to be in the area of long. 
term loans and equity capital. The general acceptance of that 
conclusion is evidenced by the bills now under consideration. 

Senator Cuarx. Mr. Robbins, is that not a little bit of an under- 
statement? Would you not say that this gap is pretty clearly es- 
tablished as existing in long-term credit needs? 

Mr. Rossins. I do not think the extent of the gap is known. I 
think there.is a general conclusion to that effect, but even the report 
of the Federal Reserve Board has some reservations as to the abso- 
lute establishment of the fact that there is an important gap in that 
area. 

Senator CiarK. I would think it was fairly well established, I 
wonder if penesis Bush would agree, by the testimony of Mr. Mar- 
tin, and Mr. Barnes, and the testimony yesterd: Ly of Mr. Mueller 
from the Department of Commerce, that there is enough evidence 
of a gap to warrant immediate legislation to close it. Would: you 
not agree ? 

Mr. Rossrns. Yes, sir. 

Senator Busu. You asked if I would agree.. I would say, it seems 
to me, that Mr. Robbins has made ac knowledgment of the gap. We 
do not have to worry about the fact that he realizes that there is 
and that the Treasury is:aware that there is some need for recog- 
nizing that. 

Senator Ciark. All right. You may go ahead, sir. 

Mr. Ropsrns. In trying to find the best way to fill that gap, we 
believe that there are several basic principles which should govern 
any assistance or participation on the part of the Government. The 
first is that since there is no way.at the present time to measure the 
magnitude of the problem, nor even to be certain of just what its 
elements are,’ we feel thaf any program that is adopted should be 
as "simple as, possible, but flexible enough to ‘permit inodifications, 
changes, or expansion when the results of -ac tial experience can be 
appraised. We believe that.it would ‘be a mistake to create a new 
governmental, agency with its own overhead, personnel, and .admin- 
istrative costs. Any nelv governmental activity in this -field should 
be' undertaken by an existing agency in order to avoid a confusion 
of, responsibility . and functions “and an unnecessary burden on the 
Federal budget, and also 'to get quicker results. 

‘The second principle which we.conisider import: ant is that the Gov- 
ernment:should not put itself in the position of owning: directly, 
or, indirectly, an equity,in private business. .The dangers inherent 
in such’ equity ownership: seem too obvious to discuss at length. 

‘Senator Crark:: Will you excuse another interruption, Mr. Rob- 
biris ? ew 

I think -we’are all in ‘accord around this table that the Govern- 
ment should néver own ‘directly an equity in. private business. I 
wonder what yoy mean by indirectly. 

Mr. Ropsrys. May T finish the paragraph ? 

Senator Crark. Surely. 

Mr. Ropers. Stockholdings would ‘involve questions of division 
of profits, participation in-and perhaps domination of management, 
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Government competition with private business, and in general an 
invasion into the field of private enterprise. Any advance of Fed- 
eral funds to small-business:concerns, groups of small-business con- 
cerns, or investment companies which would own equities in small- 
business concerns should, in our opinion, be rigidly restricted to loans 
without any purchase of stock. 

Senator Ciark. I guess that indicates that you would be opposed 
to the provision in $8. 3651. You have had a look at that bill, have 
you not 
" Mr. Rossins. Yes, sir. 

Senator Crark. Then I guess that indicates you would be opposed 
to the provision in S. 3651 which would permit the investment by 
the Federal Government in common stock of an investment com+ 
pany. ¢ 

Mr. Rossrns. Yes, sir. I think that need, or that capital, as you 
will, can be provided just.as well by loans. 

Sejiator CLrark. Of course, that. is the judgment problem on which 
your; testimony is valuable, as to whether they can get that kind of 
capital with the assistance of private industry, or whether the Gov- 
ernment ‘has to throw something into the kitty. I would.be inter-’ 
ested:in your observations as a man with great banking experience 
behind you, .as to whether private capital «would be available to 
provide the necessary equity money for these investment companies 
without any Government contribution other than local? 

Mr. Rossrns. I think it would. I think. that .f necessary the 
Government loans could be subordinated. That is not recommended 
in any of this legislation, but if that appeared to be necessary the 
subordination. of that advance -would .be, as far as other creditors 
are concerned, in the same position as equity. capital. 

Senator Ciark. Yes. 

Mr. Ropprns. And still leave the Government in’a creditor posi- 
tion.. , , ! | 
~ Senator Crark. In a sense it would not be quite a preferred stock, 
would it? No. 

Mt: Rossins. No; but it would’be 

Senator CLark. Pretty close to it? ’ 

Mr. Ropi:tns. It would be subordinated ‘to all of the debt obli- 
gations of the company except 
_ Senator CLark. Ahead of common stock ? 

' Mr: Ropptns. Yes.. It. would be ahead of, common’ stock. 

Senator’ CLark. An obligation to: pay a debt rather than a pre- 
ferred-stock situation. 

Mr. Rossins. That is.right. It is a devise that is. not uncommon. 
The automobile finance companies, for example, use that quité ‘a lot.’ 

Third, we believe that Government funds should be’ used only 
where private capital is not.available so that the Government will 
not be in the ‘position’ of either competing directly, or: subsidizing 
competition, with established private business. 

Fourth, we believe that’ Federal funds should not. be used in such 
a way as to assist business concerns to move from one area to an- 
other.: Competition between States, and between industrial areas 
is a desirable factor in our free economy, but the’ Federal Govern- 
ment shoulil not, assist one area at the expense of another. 
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It should. be remembered ‘also that every small business which re- 
ceives’ financial assistance from the Government is in competition 
with some other small business which has financed itself privately 
and has developed under sound and’ prudent management without 
calling on the Govérnment. for .help. ‘The best contribution the 
Governinent ¢an make to the welfare of sniall business is to encour- 
age .by every re easonable means the use of private capital without 
subsidies. 

Senator Ciark. Of cotirse, thie competition might be with big busi- 
ness and not with othér small busiiesses. 

Mr. Rossrns. If this program is confined to the small-business field, 
I think the competition wqulid be more small business than big busi- 
ness. Jn. any event, this statement I made is not meant to be an 
exclusive statement. 

Senator Ciark: That is all I want to get . 

Mr. Rogstns. The bills before your committee all have in general 
the same objective, which is to make long-term loans and equity capital 
more readily available to meritorious small-business concerns. . They 
differ: only in the nzethdds proposed. We are in accord with the 
objective and’ with many of the fe satures of the different. bills. With 
some we do not agree. 

Rather than to discuss the provisions of each bill in detail, I think 
it will. save the time’of the. committee if I simply make some general 
comments in the light of the principles which I have mentioned 
previously. 

S. 2160 would create national investment companies with minimum 
capital of $5 million each to be provided by the Federal Reserve banks 
to the extent necessary and would permit only one such company to 
be established in each, State. Our feeling is that it would be much 
more desirable to permit’ investment companies to be organized with 
much smaller capital, subscribed for by private sources “and without 
geographic¢al limitation. ‘We would favor permission to incorporate 
with capital as small, as $100,000, provided that there must be at least 
10 stockholders und «that no one stockholder could hold a dominant 
interest.: We would -favor allowing such companies to be organized 
wherever ‘a gfoup: of‘ individuals would .supply the capital, subject 
only to the approval of the Government agency that would administer 
the program. 

S. 3191 would establish what would be tantamount to a new banking 
system, paralleling the Federal Reserve System,-with large capital 
and high overhead. We believe that this would be an unnecessarily 
elaborate and ‘extravagant program, extremely costly to the Govern- 
ment and far greater in scope than would be necessary to take care 
of. any need that is now: indicated. Moreover, it would permit the 
capital banks to make direct loans in competition. with the Small 
Business Administration and for longer periods of time. 

S. 3651. This bill. has some very good features, but we think its most 
serious defect is that it would create a new and independent agency 
with its own regional offices paralleling and, in many respects, dupli- 
cating the Small Business Administration. We feel that there are 
several objections to'such a plan, It would pose a difficult question of 
definition and division of responsibility and functions between the 
new agency and.“SBA, not only with.respect to financial assistance 
but also.in such areas as management counseling, assistance in procure- 
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ment, and other things outside the strictly financial field. It would 
almost’ certainly result’ in some overlapping; duplication, and cori- 
petition between the two agencies. It would be costly to the Govern- 
ment and, in addition to everything else, it would. take so long to 
recruit and build a competent organization -that the, benefits of the 
program would not be available to small business in any substantial 
degree for a very considerable length of time. 

We would strongly urge that any program which may be decided 
upon be ‘placed in the hi: ands of an existing agency which could get 
the show_on the road without delay. The Small Business Admin- 
istration has been in existence for 414 years. It has 52, regional and 
field offices.in the continental U nlted States, Alaska, Hawaii, and 
Puerto Rico. It has an organization of 1,343 people, including finan- 
cial spec ‘lalists, engineers, appraisers, m: anagement consultants, and 
supervisors. It has well-established national and regional advisory : 
boards. We believe it would be very much in the interest of the .Gov- | 
ernment and of small .business from: every standpoint, economy. of 
operation, experience,. clear definition of responsibilities, and sérvice 
to small business, to utilize this organization rather than.to set up a 
new one. 

S. 2160 would use Federal. Reserve funds for the purchase of equity 
aie al in national investment cotapanies, and would permit national 
investment companies ‘to purchase equity capital in small business 
concerns. S. 3191 would use Federal Reserve funds to provide equity 

‘apital in capital banks, and would. authorize the capital banks to . 
invest in equities of small’ business investment associations. S. 3651 
would authorize the Small Business Investment paiadhddatentian to 
supply equity capital for small-business investment companies. As 
previously indicated, we believe that Government funds should be 
used exclusively for loans and not for the purchase of equities. 

Some of the bills provide for loans to small-business concefns run- 
ning as. long as 30 years, with.an additional 10 year's for or derly liqui- 
dation. We believe that a 10-year-loan to a smiall business is a long- 
term loan. In setting up a 10-year loan, the fixed repayment schedule 
need not always require evenly distributed amortization nor neces- - 
sitily complete amortization during the 10-year period because it 
may be expected that contingent payments from earnings or payments 
from other sources. will supplement the fixed payments and retire the 
balance within 10 years, or reduce it to an amount which can be refi- 
nanced privately.. If an additional 10 years ts allowed, if necessary 
for orderly liquidation, we feel that any legitimate needs of a 
small-business concern. would be provided for. 

It is not clear in some of the bills that the proposed financial assist* 
ance shall-be available only to. small-business concerns. We believe 
that there should be-such a requirement, and that an investment asso- 
ciation should not be permitted to invest more than:$250,000 in any one 
small-business enterprise. We also believe that in order to diversify 
the risk, no investment. association should be permitted to invest more 
than 20 percent of its capital and surplus in any single business concern. 

Most, if not all, of the principles which I have endeavored to express 
are incorporated in S. 3643. 

Mr. Dan Throop Smith will submit a separate statement. on the tax 
provisions of the various bills. 
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Senator Crark. Senator Bush, I know you have to leave shortly, 
Would you care to ask any questions ? 

Senator Busu. No; but if the Chairman will indulge me, I would 
love to hear Mr. Smith, if Mr. Robbins would not object, interject his 
statement right now. 

Senator & arK. Would you mind waiting, Mr. Robbins, and then 
we will have some questioning after we get through with Mr. Smith’s 
statement ? 

Mr. Rogsgrns. No; I do not mind. 

Senator Ciark. Senator Proxmire, is that all right with you? 

Senator Proxmie. Yes., I do have some questions of Mr. Robbins. 

Senator Ciark. Fine. Will you go ahead then, Mr. Smith? We 
are very happy to-have you. 


STATEMENT OF DAN THROOP SMITH, DEPUTY TO THE SECRETARY 
OF THE TREASURY 


Mr. Suirn. Mr. Chairman and members of the committee, the 
Treasury Department appreciates having this opportunity to ¢ omment 
onthe tax provisions ef legislative proposals now under consideration 
by this committee to provide additional facilities for the financing 
of small businesses. 

S. 2160 and S. 3191 both provide similar special tax treatment for 
the investment conipanies or, associations to be established under these 
bills. In general, this would permit these organizations to be treated 
as regulated investment companies. As such, they would be exempt 
from tax on the portion of their income or capital gains distributed 
to shareholders. However, the treatinent accorded the proposed com- 
panies or. associations would be more liberal in significant respects 
than the usual regulated investment company provisions. 

In addition to being exempt on their distributed earnings, these 
companies or associations would be allowed to retain and accumulate 
free of tax a substantial fund of earnings in a special tax reserve. 
The’ operation and tax treatinent of this reserve, termed “national 
investment company reserve” under S. 2160 and “small business 
investment association reserve” under 8. 3191, would be the same 
under either bill... The companies or associations would be allowed 
a tax deduction for certain additions to the reserve and would be 
allowed a dividends-received deduction on their dividend income 
which was used to make further additions to the reserve fund. Regu- 
lated investment companies under present law are not entitled to the 
dividends-received deduction and are fully subject to tax on their 
retained earnings. . 

The proposed special tax reserve is not to exceed 50 percent of the 
invested capital of the company or association. It is also provided 
that the reserve shall not exceed the actual amount of the accumulated 
earnings and profits of the company or association. Additions to 
the reserve up to 20 percent of the invested capital are allowed as a 
tax deduction without, regard to the source of such income. Further 
additions to the reserve up to the overall maximum of 50 percent 
of the invested capital qualify for the 85 percent intercorporate 
dividends-received deduction, provided the company or association 
has a corresponding amount of dividend income from domestic cor- 
porations: These provisions would have the effect of relieving the 
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proposed investment companies or associations of the requirement of 
distributing 90 percent of their income to shareholders with respect 
to the amounts of dividend as well as other income deposited ‘in the 
reserve. Regulated investment companies generally are required 
to distribute 90 percent of all of their ordinary in¢onie in order to 
qualify for the special method of tax treatment. 

Both S. 2160 and'S. 3191 also provide that the proposed investment 
companies or. associations, unlike regulated ‘investment. companies, 
would be entitled to the equivalent of net-opérating-loss carryovers, 
which would be. more liberal than those available to corporations 
generally. Jn addition, they provide a special treatment of capital 
losses which under certain’ conditions would permit -the offset of 
capital losses against ordinary income in the absence of offsetting 
capital gains. . Corporations generally, including regulated invest- 
ment companies, are not permitted to deduct capital losses from income 
other than their capital gains, but are allowed a 5-year carryforward of 
capital losses against capital gains. The proposed loss treatment for 
the investment companies or associations is tied in with the operation 
of specified charges and additions to the special tax reserve and -in- 
volves various complex adjustments. 

The usual tests for qualifying for regulated inivestment company 
treatment are also liberalized in the case of the. proposed investment 
companies or associations. The general requirement that 90 percent 
of the gross income consist of specific types of investment -income 
(dividends, interest, and gains from sale of securities) is reduced to 75 
percent for the proposed companies or associations. ‘This would per- 
mit these organizations to receive substantial amounts from service 
fees and charges and other noninvestment sources, and yet qualify for 
the special tax treatment. Provision is also made for waiving, in the 
‘ase of the proposed investment companies or associations, the usual 
requirements applicable to regulated investment companies rélating 
to diversification and liquidity of investments, subject to the approval 
ofthe banking authorities having jurisdiction under the respective 
bills. 

These tax provisions would probably relieve the proposed invest- 
ment companies and associations from, Federal ‘income taxes for a 
considerable if not indefinite period, without actually. conferring tax- 
exempt status on them. They would also have the effect of extending 
to participating commercial banks and other lending institutions more 
favorable treatment with respect to earnings arising from loan opera- 
tions conducted through such an investment company or association as 
an intermediary than on similar loan operations. conducted directly. 

The proposed special tax treatment 'is based on a complex extension 
and liberalization of the “conduit” or “pass-through” treatment under 
the regulated investment company provisions. . However, since the 
proposed investment companies or associations would be exempt not 
only on their distributions to shareholdes but.also on amounts of re- 
tained earnings put into a tax-exempt reserve, they would be sub- 
stantially tax exempt even where they did not in fact pass: their 
Income on to shareholders. . This would: be inconsistent, with the con- 
duit principle.on which the regulated investment company provisions 
are based. There have been many proposals for special tax-free re- 
serves which the Treasury Department has consistently opposed. The 
adoption of the proposed tax-free reserve treatment for these ihvest- 
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- Ment companies or associations would constitute an undesirable 
precedent for similar treatment elsewhere. 

The propbdsed legislation under S. 3651 follows a different approach 
from S. 2160 and 8S. 3191 in its method of providing special tax treat- 
ment for the investment companies which it would sponsor and in- 
vestors in such companies. Tax features similar to those contained in 

'S. 3651 are also embodied in S. 3643. These tax features include 
‘three specific provisions; 

1. The proposed investment companies would be allowed an ordi- 
nary loss deduction, rather than a capital loss deduction, on. losses 
realized’on covertible debentures, including stock received pursuant 
to the conversion privilege, acquired in connection with the provision 
of equity-type capital for small-business concerns. The loss deduc- 
tion would include losses due to worthlessness as well as those arising 
from sale or exchange of the security. 

2. Taxpayers investing in: the stock of the proposed investment 
companies would be allowéd an ordinary loss deduction rather than a 
capital loss allowance on losses arising from worthlessness or sale 
of such stock. 

3. The proposed investment companies would be allowed a deduc- 
tion of 100 percent of dividends received from a taxable domestic cor- 
poration rather than the 85-percent deduction allowed corporate tax- 
payers generally. 

These tax provisions, contained both in S. 3651 and in S. 3643, are 
consistent with recommendations which the administration has made 
in connection with its small-business tax proposals and elsewhere. We 
endorse this tax approach. The provisions should be helpful in in- 
creasing the amount of funds available to the proposed investment 
companies, and they’ are.consistent with other tax recommendations 
and the general corporate tax law. 

In deve loping its general tax program, the Treasury Department 
under this administration has been very much aware of the financial 
and competitive problems which confront small-business owners and 
investors. Many of the reforms adopted in connection with the gen- 
eral revision of the: tax laws in 1954 were of special importance to 
small business. -These include, for example, the liberalized deprecia- 
tion methods, improved loss carryovers, and clarification of the tax 
on surplus accumulations, 

In 1956 President Eisenhower appointed a Cabinet Committee on 
Small Business whose members were instructed to investigate the 
whole range of small-business problems, including taxation, and to 
formulate a constructive program to increase opportunities for small 
businesses to prosper and grow. A progress report of the Cabinet 
Committee reviewed the proble ms and existing Federal policies and 
programs in this area, and submitted recommendations in various 
fields. Some of these recommendations have already been carried out 
by administrative policies. . Legislative proposals with respect to other 
recommendations are now before the Congress. 

On July 15, 1957, the President sent a letter to the chairman of 
the House Ways and Means Committee which discussed in part the 
tax recommendations of the Cabinet Committee on Small Business, 
as well as additional eee Specifically, those recommendations 
were: 
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1. That businesses be given the right to utilize for purchases of used 
property not exceeding $50,000 in any one year, the formulas of 
accelerated depreciation that were made available to purchasers of 
new property by the Internal Revenue Code of 1954. 

9. That corporations with, say, 10 or fewer stockholders be given 
the option of being taxed in a manner similar to partnerships. 

3. That the taxpayer be given the option of paying the estate tax 
over a period of up to 10 years in cases where the estate consists 
largely of investment in closely held business. 

4. That original investors in small business be given’the right to 
deduct from their incomes, up to some specified maximum, 2 loss, if 
any, realized on a stock investment in such business... At the present 
time the deduction of such losses from income is subject to the gen- 
eral limitation on net capital losses of $1,000. 

Senator Busu. Is small business defined there for that deduction ? 
How does that set up ? 

Mr. Smitu. Yes, Senator Bush. In the legislation that was intro- 
duced, as I indicate in the next paragraph, Congressmen Mills and 
Reed introduced identical bills 2 days ago on this. The definition, as 
I recall it,-in the legislation is that the investment up to the first 
$500,000 of original investment in. stock would qualify in the hands 
of the original holder, with an additional limitation that if the total 
invested capital, including retained earnings, had reached $1 million, 
that is, the combination of original invested capital plus retained 
earnings, then beyond that point additional stock issues would not 
qualify for this treatment. 

Senator Busn. Thank you. 

Mr. Smiru. As Secretary Anderson indicated to the House Ways 
and Means Committee earlier this year, we have been glad to recom- 
mend this tax relief for small business because of the importance of 
the new and small businesses in our economy. Specific legislation to 
carry out these administration rceommendations for ‘small-business 
tax relief was introduced on April 22 by the chairman and the ranking 
minority member of the Ways and Means Committee. We believe 
that the specific proposals for tax changes will give important relief 
to small businesses for the revenue loss involved. 

Senator Crark. Senator Bush, would you like to ask either of the 
witnesses any questions before you go? 

Senator Busu. Thank you very much, Mr. Chairman. I do not 
think I will, but I want to acknowledge your graciousness in per- 
mitting me to sit in here this morning and for accelerating Mr. Smith’s 
testimony. I appreciate this courtesy very much. 

Senator CLark. It isa pleasure to have you. 

I would like to ask my two senior colleagues what is their pleasure. 
We had the statement of Mr. Robbins with brief interruptions, and 
of Mr. Smith with no interruptions, and you gentlemen. came in a 
little late. Which of the two witnesses would you care to have us 
continue with now ? 

Senator Sparkman. I have no preference. 

Senator CLark. Senator Capehart, do you have any preference ? 

Senator Carrnarr. No. 

Senator Crark. I think we will go back to Mr. Robbins then, if we 
may, and since Senator Proxmire was here throughout his testimony 
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I will ask him to te ake over and ask whatever questions he may have 
in mind. 

Senator Pegnseiotal Thank you, Mr. Chairman. 

First I would like to say 1 am delighted to see Mr. Robbins. He 
is a resident of Lake Forest, Ll., whic h is also my hometown. I have 
known Mr. Robbins and his family for a long time and I have great 
affection and admiration for him. 

Senator @iark. I am sure the Senator would not want the voters 
of Wisconsin to think that Lake Forest is his home. 

Senator Proxmire. I am sure the voters of Wisconsin already know 
that. I believe the opposition before the last election made it clear, 

I am.also happy to see Professor Smith here. Professor Smith was 
my professor at Harvard Business School, and I have sat at his feet 
there and learned a great deal from him. 

Senator Cuark, It looks to me as though Professor Smith is sitting 
at your feet this morning. 

Senator Proxmire. It is only a matter of physical position. 

Mr. Rossins. I would like to ask you a few questions in relation 
‘to your statement. 

You say in the third paragraph: 

If there is .a gap anywhere in the availability of small-business financing, it 
would appear to be in the area of long-term loans * * *. 


You imply you feel there is perhaps not a gap and small business 
perhaps does have'ample long-term finances available. 
Senator Crark. Perhaps Mr. Robbins will make the answer he 
gave to me to a similar question. when he a reading his statement. 
Senator Proxmire. I beg your pardon. I did not know that. 


Mr. Rosprns. I think it is generally accepted that there is a gap in 
that area, but I do not think it is at all clear as to what the extent 
of the gap.is, or exactly what its elements are. 

Senator Proxmirt. In the sense that when a small business with 
assets of less than $1 million, or with employees a ep or three hun- 
dred or less, attempts. to borrow equity ¢ ‘apital, or to secure equity 

capital, it seems it. is extremely hard under most circumstances for it 
to .get it without-providing an enormous commission or discount on 
the } part of an investment banking house. 

Tt is my recollection Mr. Eberstadt some years ago specialized in 
medium-sized businesses and:did.a wonderful job. I felt small busi- 
nesses had no place to turn if they wanted equity capital unless they 
had‘a = ative, or a friend, or a group in their community which has 
money: tivailable. and is willing to put it in; and usually under those 
cire uiniete inces the terms are pretty severe. 

Mr. Rosrrns. Well, I think it is true that it is a difficult thing for 
small business to get equity capital through normal channels. — I think 
the Federal Reserve figures: bring out the fact that small business 
does get a great deal of capital from personal sources, like friends, 
relatives, atid so on; and also in every sizable community there is a 
group of entrepreneurs who are looking for places to put ¢ apit: al where 
they.see growth prospects and opportunities for capital gains, and, 
over a period, substantial profits. 

The fact that that difficulty exists is one of the factors that has been 
accepted by us and others as a reason for doing something about it. 

Senator Proxwme. Right. I just felt that perhaps tliere was a 
lack.of feeling of urgency here when reading the Rockefeller report 
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and other expressions of faith in our economy, and a feeling that we 
should grow and expand and improve our efficiency. 

I felt, as other people have, that one of the great shortcomings is 
that small business, which is efficient and competent, has trouble be- 
cause of the tax system in getting the funds with which to expand, 
and also has trouble in securing equity capital. You seem to rein- 
force that on the basis of your own experience. 

Mr. Rogprns. Yes; IL think so. 

One element which might be mentioned in connection with that, and 
one of the reasons why I do not think all of the elements of the problem 
are known, is in my own experience I have found the typical small- 
business man does not want equity capital. He does not want to share 
his equity with someone else. He wants to borrow money and do 
it for as long as he can, but he wants to keep the person who advances 
that money in the position of a creditor and not a stockholder. So 
that is one element that makes it difficult in my opinion to determine 
exactly how large the problem is, and exactly how to deal with it. 

Senator Proxmirr. Let me go on. On page 2 you.discuss the desir- 
ability of not creating a new agency for this purpose. You say: 

* * * it would be a mistake to create a new governmental agency with its own 
overhead, personnel, and administrative costs. 


This should be by an existing agency, is the implication. of the state- 
ment, and it. would avoid confusion of responsibility and functions. 

Have you had an opportunity to compute roughly how much addi- 
tional it would cost to.create such a new agency, or is:it a matter of a 
general principle ¢ 

Mr. Rossrns. I do-not think it is. possible to-do that because I do 
not think it is possible to know how much is going to be required of that 
new agency. 

Senator Proxmire. What I am. trying to get at is, it seems to me 
that. the Small Business Administration, which is the agency which 
would be provided by one of these bills to do this job, already has its 
hands full, with its personnel occupied fully, and the savings, it seems 
to me, would be quite minor in view of the fact that they would have 
to hire additional personnel to do this job anyway. 

The second point that was raised. yesterday, and I would like very 
much to have your very valuable observation on. it, is that there is a 
feeling that the Small Business Administration is involved in the 
same kind of function as commercial banks are, and that this function 
would be an investment banking function. There might be ‘a conflict 
of interest as the Congress decided there was between commercial and 
investment banking in the thirties, and that this new function, if added 
to the Small Business Administration, might put it in.a position th 
which it could bail itself out of bad short-term loans by pushing them 
into their investment affiliate, which is an evil we all recognize -was 
true, at least to some extent, in the thirties and before. 

Do you think there is any legitimacy in this viewpoint ? 

Mr. Rosprns. I am not very much impressed with it, Senator. _I do 
not believe that the Small Business Administration would use this as 
a bailout channel. It seems to me there is a good deal of advantage 
to a small-business concern in going to one place to discuss its entire 
financ ‘jal problems. I think that the Small Business Administration, 
in analyzing the whole thing, can determine whether they need equity 
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capitaland how much, and how much of a Joan is justified. I think if 
the business concern has to go to an investment company, whichever 
or wherever it is, they may be told there, and it happens not infre- 
quently,'that they do not have enough capital base to justify a loan, 
but that a loan will be made if they can provide themselves with a 
certain amount of additional capital. 

I think if the Small Business Administration is in a position to 
review the whole thing and size it all up, if there is need for equity 
capital, they can send the concern to the small-business association or 
investment company for a part. of its requirements, and perhaps make 
a loan for the balance. 

‘Senator Proxmire. Mr. Barnes testified that there was a tremen- 
deus difference between the two functions and a difference which’ is-so 
sharp and so clear that the implication was that it would require a 
different type of personnel to meet these basic problems, although he 
would agree with your basic conclusion that it ought to stay in the 
Small Business Administration. Let me read you what he said: 

The problems encountered in any equity capital financing program are infi- 
nitely more complex than those met in loan financing. In the case of credit 
financing, a requirement of collateral and ability to repay within a period of 
years places an automatic and rélatively clear-cut limitation on the number of 
eligible applicants. In the case of equity capital financing, however, there is no 
equally objective method of evaluating the risk and determining eligibility. 

He goes on to point out that it is sharply different, and on the basis 
of my very limited experience in investment banking it seems to me 
that there was little loss or little duplication caused by the action of 
the Federal Government in divorcing investment banking from com- 
mercial banking. 

Is this your conclusion, or do you think there was some efficiency lost 
in our operation ? 

Mr. Rosprns. I do not think the parallel of the commercial banks 
with the investment affiliates is quite valid. 

Senator Proxmtre: It seems to me it is exactly the same thing. 

Mr. Rosstns. No. The bank was engaged in both activities di- 
rectly. They were dealing with the business concern; with loans on 
the one hand or sale of stock on the other hand. Here you have an 
intermediary, or an intermediate agency in the form of the investment 
association. 

Senator Proxmmree. It is a good distinction. 

Mr. Rospsrns. The Small Business Administration lends money 
under this proposal to the investment association, and the determina- 
tion of the investment questions that will enter into the decision will 
be made by that association by local people. 

Senator Proxmirr. It is an excellent distinction which has not been 
made before, and I am happy to get it. 

Senator CiarKk. If the Senator will yield briefly, it does not meet 
the problem of the creditor relationship between the Small Business 
Administration and the investment association, which almost. inevi- 
tably gives, I think, the Small Business Administration a position of 
perhaps influencing the decision of the investment company as’ to 
whether to bail out its creditor or not. 

Senator Proxmmre. I think that is right, Senator Clark.. My only 
point is that there is a distinction that has not beén made before which 
Mr. Robbins makes very legitimately, that ‘at least there is-this inter- 
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mediary which we do not have with ‘the usual kind’ of commercial- 
investment banking combination that we had in ‘the thirties. _ 

Senator Cuark. [ believe that is right, but I do not think it is the 
complete answer to the question. 

Senator Proxmire. No; 1 donot think so either. 

Senator Ciark. Off the record. 

(Discussion off the record.) 

Senator Proxmire. I am very happy, Mr. Robbins, that you made 
your point, which has not been called to my attention before, on page 
4, your third from the last paragraph, when you point out: 

It is not clear in some of the bills that the proposed financial assistance shall 
be available only to small business concerns. We believe that there should be 
such a requirement and that any investment association should not be. per- 
ynitted to invest more than $250,000 * * *, 

I would agree wholeheartedly. I understand that S. 3651 does pro- 
vide for a limitation on page 23, lines 12 through 18, where it: reads: 

Without the approval of this Administration, the aggregate amount, of ‘obli- 
gations and. securities acquired and for which commitments may be issued by 
any small-business investment company under the provisions of this act for 
any single énterprise shall not exceed 3344 percent of the combined capital 
and surplus of such small-business investment company authorized by this act. 

That is the limitation, but you feel it does not go far enough, I 
presume, on the basis of your limitations here, which would be some- 
what more stringent. 

Mr. Rossrns. I do not believe it goes far enough. I think there 
should be two things: A diversification of risk in the first place. As 
you know, national banks can only lend 10 percent of their capital 
and surplus to any one borrower. Here you are dealing with equities 
which involve: a higher degree of risk than bank loans do. The-im- 
portance of diversification is even more pronounced here than it is 
there. 

It is suggested in S. 3643 that the limit might be 20 percent, which 
is twice that of the national banks. But also it is suggested: that 
regardless of what the capital and surplus of the association may be, 
the amount to any one business be limited to the same amount that 
the Small Business Administration has set, or that Congress has set 
for the Small Business Administration, as to financial assistance for 
one small business concern. 

Senator Proxmire. I especially appreciate that, because I think the 
purpose of this legislation should be to help small business, and the 
only way we can do it is to draft a law which will do that with re- 
strictions and limitations. I think you make a very fine presentation. 

Senator Ciark. Could I interject to ask Mr. Robbins what limita- 
tion he would put? Do you think a dollar limitation is sound ? 

Senator SparkMAN. He has both. $250,000 and 20 percent. 

Senator Proxmire. I have other questions of Mr. Smith, but I will 
waive them. 

Senator Ciark. Senator Capeliart, will you take your first round ? 

Senator Capruar?r. Yes. I will be very happy. to . Thank you. 

Let me ask you, Mr. Robbins, is there any difference today between 
the small businesses’ difficulty in getting equity capital than there 
was with respect to 10, 20, 30, 40, 50, 60, 70, 80, 90, or a hundred years 
ago ? 
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Mr. Rogers. I would say it is not a new thing. I do not think 
it is just.something that happened this yea I think that difficulty 
has always been present. 

Senator Proxmire. Will the Senator yield for a question ? 

Senator Careuart. Yes, I yield. 

Senator Proxmire. Mr. Robbins, do you not think that the tax 
system is quite different now than it was 20, 30, or 40 years ago, as far, 
as small business concerns go, and therefore the problem of reinvesting 
earnings is quite different ? 

Mr. Rossins. I think it is different as far as ever ybody is concerned, 

Senator Capenart. Why do we not cure the problem by curing the 
tax laws, rather than by this method ? 

Mr. Rossrns. In 8. 3643 there are tax provisions which ought to 
help, which would certainly in our opinion encourage the use of 
venture capital for private businesses. 

Senator Capenart. My concern with regard to this legislation is 
the mechanics of how it is going to oper: ate. Also I wonder: if there 
is. any more demand today for equity capital from the Government on 
the part of small business than.there was 10, 20, 30, 40, or 50 years ago, 
and have they not always had trouble in getting equity capital ? 

Mr. Ropsrns. I think they have, Senator. 

Senator Carrnarr, You said a-moment ago something that is 100 
percent true,.of course, that a small- business man does not want to 
give up his equity anyway. He wants to borrow money. He does 
not. want to give up his equity, but he wants to borrow money. 

Mr. Rossrns. That is true. 

Senator Carrnart, It seems to me as though if we are going to go 
out and do business with the State credit associations, all we are doing 
is putting Federal money into a State to rob businesses from other 
States, 

Mr. Rossrns. I think that there ought to be a provision in.the law 
to cover that. ' There is in S. 3643. 

Senator Capenart. Yes; but how would it work? How would the 
mechanics of it work? If we do that, then do we not kill the very 
thing they are trying to do with their credit associations ? 

Mr. Rogsrys. I suppose if.a small-business investment association or 
company were free to operate in any way it pleased in competition with 
private business, it might be more attractive to private capital; but 
I do not, think that the Government ought to permit that if the asso- 
ciaion is. using Government funds. 

Senator Carprnarr. For example, I am somewhat familiar with the 
details of the effort that has been made in the State of Arkansas, which 
I think is excellent. I congratulate them. I think they are doing 
a good job down there, but what they are primarily trying to do, of 
course. is ‘develop industry down there at the expense of industry in 
other States—which I am not opposed to at all. I think that is the 
conipetitive system in America. and States have been competing with 
each other, and businesses with each other, all along. But should 
the Federal Government participate ? 

Mr. Rosrrns. I am not sure whether you have read my statement. 

Senator Carrnart. Should tlie Federal Government take tax- 
payers’ money and participate in that sort of thing? 
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Mr. Rospins. I think you may not have read my whole statement, 
but on page 2, if you have it before you, in the third full paragraph I 
stated we believe Federal funds should not be used to assist one area 
at the expense of another. 

Senator-Carrnuarr. Why could we not accomplish the same purpose 
we are trying to accomplish in another way? I am not quarreling 
with the purpose, but I am ‘concerned and worried about the me- 
chanics of how it is going to operate. Why could we not accomplish 
the same thing by amending the Small Business Administration Act 
where they m: ake-loans up to 10 years, and permit them to loan up to 
20 years under certain conditions? ‘I say that because if a business 
cannot prove itself in 20 years, then I do not know how long it would 
take to do it. If it becomes successful in that 20-year period on 
borrowed money, then it can finance itself in the regular manner. 

Mr. Rossins. I would agree witli that, Senator. I certainly think 
20 years is a long enough time for a business to prove itself. As far 
as mechanics are concer rned, S. 3643 proposes that authority be given 
to the Small Business Administration to make loans to the State de- 
velopment credit corporations as well as to these new investment: com- 
panies and other local development companies. It would require, 
however, or at least there would be in the law, a provision that Fed- 
eral funds: could not be used to assist business to move from one 
area to another. 

Senator Carenarr. Yes; but how will we keep the State and local 
credit. associations, and even the private associations, in regions or 
cities whose primary purpose, of course, is to entice industry from 
other towns and other States at is the very purpose of them— 
how are we going to keep them from doing that? If we do, then 
I think you kill the very thing they have organized for. 

Mr. Rowers. If it is a sound principle:then it should be in the law, 
although I think the Small Business Administration cannot suc- 
cessfully police every loan or every investment that the Small Busi- 
ness Investment Association makes. 

Senator Carenarr. But we have this situation: We have them sup- 
porting a State association, let us say, which is spending its funds 
and its efforts to entice other businesses into the State. I have no’ob- 
jection to that at all. But then the Small Business Administration 
or any new agency comes along and says we will loan the- money 
here to do certain things, providing the specific company or the spe- 
cific project. is not in the category of having been taken away from 
some place else. 

Mr. Rogers. That is right. 

Senator Caprenarr. But we are helping them overall, that State as- 
sociation, and. it. can use its own money to entice other businesses, 
and then use the Federal money for the other purpose. 

Mr. Rossrns. [ think that can be followed up. If there is a loan 
made by the State development corporation that has the effect of 
bringing i in a business from some other. area, I am sure it will become 
known, because the area which loses the business is going to ‘make it 
known. Then if it develops that the loan was made after the Fed- 
eral funds were advanced, I think the thing can be traced closely 
enough so that the violation of the law can be established. 

Senator Carrnarr. Will you give some thought to the idea of just 
amending the Small Business Administration Act te permit them to 
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loan up to 20 yeare—I do not know whether that is the right figure 
or not—under certain conditions; and also to loan, let us say, to these 
associations we are talking about here up to 20 years under certain 
conditions. Then beyond that to: get completely out the operations 
of either private industry or these associations, as long as they pay 
their interest and meet their instalment payments. 

Mr: Rossrns. Senator, this bill, already provides for loans that may 
run as long as 20 years. It provides for loans to be made for 10 years, 
with another 10 years provided for orderly liquidation. 

Senator Capen. art. Under the present SBA Act. 

Mr. Rossrns. Yes. And S. 3643 expressly authorizes loans to the 
State development corporations. I think there might not be too much 
objection to taking the orderly liquidation requirement out of that 
second 10 years and permitting loans to be made for 10 years and 
renewed for 10 years, as circumstances justify. 

Senator Caren akt. The last thing in the world a little businessman 
wants to do is give up his equity. “He does not want to do that. Tf 
he does, the chances are that the business will fail because a: little 
business i is dependent entirely on, ordinarily, 1 or 2 men, and if he is 
going to have no’ equity in it he will simply be a manager and he 
will not make the sacrifices arid spend the effort that has to be used 
by anybody. who goes in and establishes a small business and makes 
a success of it. I ‘know. I have been through it and I know what I 
am talking about. | 

As I say, I am not against this idea in principle, but I cannot quite 
see the mechanics of it. I think we might be able to help small busi- 
ness much more by a very simple system of just loans for a longer 
period of time than we can help them with equity capital. U Mless, 
of course, it is that the sponsors of these respective bills, including 
the so-called administration. bill, S. 3643, want to go in and help State 
associations to do this. 

‘Mr. Rogstns. The Small Business Administration Act already 
authorizes 10. years, and 10-year extensions under certain conditions. 

Senator Carenart. Yes. They are making loans to them now, but 
they are loans and not under the guise of being equity capital, which 
all these bills talk about. Equity capital. Equity means you have a 
part ownership and will take part inthe management. If the endeavor 
is a failure, you lose your capital and you are through. It is gone. 
That is equity. You have the right to vote and you have the 1 ight to 
participate in the management. 

If we are going to set up an agency, either through SBA or this 
new administration that is talked about, then certainly we are not 
going to spend taxpayers’ money without proper safeguards, are we! 
I do not believe we are. 

Mr. Rossrns. Under our view of the thing the Government money 
would be loaned to the association. The association would make funds 

yailable to the small businesses on convertible debentures. 

Senator Carenart. Yes. 

Mr. Rogprns. But they would be limited to the holdings of equities 
which thev would acquire through conversion of the debentures to the 
amount of their own capital and surplus. So Federal funds would 
be represented by loans. 
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Senator CareHArt. Small business does have trouble getting equity 
capital. I know that from experience. They had that trouble 100 

ears ago, and they will have it 100 years s from now. It is inherent 
in the private-enterprise system. But it is not any easier to pay back 

money to the Federal Government than it is to pay it back to anybody 
else. ‘These businesses have to be successful, or else they cannot repay 
their loans or pay their dividends. We ought to be thinking in terms. 
of doing things, I think, that will be helping small businesses, such as 
a better appreciation or deprec iation of capital assets, so that they can 
plow their own profits back in. 

I have never yet found a little business which was sound and. which 
had a good product and good future to it that could not get the-capital 
if the manager was horiest ‘and was a man of integrity. I have never 
seen a case where he could. not get the capital if it was a good, sound ° 
project. I have never seen one yet, and I do not believe there is any 
such thing. 

Iam just wondering how far we can go in the United States at the 
moment in furnishing taxpayers’ money to other people. .Who 4s 
going to be left over one of these days to pay the taxes if we constantly 
set up opposition and competition? We might’ as well throw in the 
sponge now and have the Federal Gover nnient take over everything 
and operate as our opposition does across the ocean. 

Senator CtarK. Does the Senator have any furthér questions ? 

Senator Carrnarr. I donot know. I might have. 

Senator Crark. I mean now. 

Senator Carrenart. I had not thought about it. 

Senator CirarKk. Because Senator Sparkman has some, and, I have 
some. 

Senator Carrenart. I appreciate that, and I.will be- very happy to 
yield to Senator Sparkman. You caught me off base there and I do 
not know whether I was finished or not. I appreciate the chairman 
is a very nervous fellow, so I will turn it back to the chairman. 

Senator Ciark. I know my friend from Indiana is full of calm. 

Senator SparkMAN. I will have to leave in just a minute and I will 
ask only 1 or 2 very brief questions. 

I appreciate the statements that have been given, by both of these 
gentlemen. There are a couple of things in your statement, Mr. Rob- 
bins, that I have some questions about. Both of them are limitations. 
One is $250,000 or 20 percent. I agree that it. is small businesses that 
we want to help, and I realize for some small businesses $250,000 
would be a big amount, but for others it would be a relatively small 
amount if they wanted to buy equipment, or wanted to expand their 
plant, or do something of that kind. 

It seems to me rather than have a dollar amount, a percentage 
amount of capital and surplus would be better. 

Again you come to the same thing on the 20 percent ‘and 3314 percent. 
Tf you have a plant that is capitalized at $100,000 and has not been 
able to build up much surplus, their loan would be limited to $20,000 
under your proposal. Is that not a rather severe limitation ? 

Mr. Rorprns. What you are referring to, Senator, I think is the 
limitation on the- 

Senator SparkMAN. The amount of the loan. 

Mr. Roserns. On the amount of the loan, or the investment com- 
mitment that can be made by the association. 
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Senator SparkMAN. Yes. 

Mr. Rossrns. And it relates to the association’s capital and surplus, 
and not to the borrower’s capital and surplus. 

Senator Sparkman. Oh. I thought that was the limitation to the 
small business. 

Mr. Rossrns. No, sir. 

Senator Sparkman. The other question relates to the time. You 
give 10 years, with the possibility of extending after that time.: The 
trouble with that is, it seems to me, it would be much better to state the 
full length of it in the law and let the loan be amortized satisfactorily 
over that period. Otherwise you have to make arrangements for a 
reduced payment, that is, you do not propose that the whole thing be 
paid off in 10 years, but you leave this small-business man wondering 
what is going to happen when he goes to get that extended for the 
second 10 years. He does not know whether he can get it extended, or 
what the expense will be connected with it. 

I offer it as a suggestion. It seems to me it would be muchi better 
to set it out initially for the full period and have it worked out on a 
satisfactory amortization basis. 

Mr. Rossrns. I think 20 years is a very long time for a ‘loan to 
small business . 

Senator SparkMAN, You realize that might be a loan for the purpose 
of permitting’ that small business to build a considerable extension. 
After all; this is not just to permit the business to run along necessarily 
in the same channel in which it is going. I think most-of these loans 
would’ be for the purpose of permitting that small business to grow. 

Mr. Ropstns. 1 think the only justification for a 20 year loan would 
be to finance a capital improvement. 

Senator SparKMAN. ‘Yes.. I agree with you on that. That is either 
for expansion of the plant or the acquisition of new equipment, or 
additional equipment. Something of that type. 

Mr. Rossrns.’ But I thirik there is one weakness that you frequently 
find irra small-business concern. . It'is partly for the reason that they 
do not want to dilute their equity. They do not want more capital. 
That weakness, or.the two elements of it, are that the business is in- 
clined to put too much money in plant and do too large a volume on 
its working capital. 

Senator SparKkMAN. Of course, much: of: this can be regulated in 
making the loan. I do not mean just because you made possible a 20 
year period that every loan would carry 20 years. IF would think it 
would be up to the agency to say, “We will let you have this loan for 
10 yéars and perhaps in some cases only five years.” 

Mr. Rossrns:' I think that would have to be true. 

Senator SparKMAN. Yes. 

Mr. Rossrns. I would think that at least part of this—— 

Senator Sparkman. The point I make is, you anticipate in your 
statement that some of them would run 20 years. 

Mr. Rozsrys: Some of these bills call for 20-year loans. 

Senator Sparkman. Yes; but in your recommendations you antici- 
pate 20 years. 

Mr, Ropsrns. Yes. 

Senator Sparkman. But you only propose that it be set up for 10, 
so that at the end. of 10 years this fellow will be confronted with the 
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possibility of having over half of his debt to be paid off, and he would 
not know what to count on beyond that time. 

Mr. Rozsrns. But the creditor will have an opportunity to have an- 
other look, which I think isa very desirable thing. 

Senator Sparkman. It is a very desirable thing for this business, 
I think, to have some certainty as to what their program will be in 
an orderly handling of it. But we will not discuss it further. 

Mr. Smith, I w ould like to make this one comment to you and then 
I will have to leave. I appreciate your presentation and I think it is: 
very good. I am certainly glad to see these recommendations for this 
legislation. 

wonder if you read the ae of the Select Committee on Small 
Business that was issued in January of this year’ The Senate com- 
mittee. 

Mr. Smiru. I think I did, Senator, but I am not sure I have specific 
points in mind. 

Senator SparKMAN. I see your recommendations, and every one of 
those was covered in our Select Committee on Small Business report, 
except for the last one. Senator Thye and I, and 35 other Senators, 
introduced a bill back in January, I guess it was, and we appeared 
shortly thereafter, probably in F ebruary, before the Ways and Means 
Committee, and testified in its behalf. I am glad to see all forces— 
Democrats, Republicans, the administration, and the Congress—all 
lining up behind this program. This bill is S. 3194, whie h was in- 
troduced on January 27. 

Mr. Smiru. Oh; yes, sir. 

Senator Sparkman. I would. like to suggest. you read the report of 
the Senate Select Committee on Small-Business in addition to the bill 
we introduced, because it deals with the whole field of taxation, and 
some things that are not included here. I would like-to suggest to 
you that you read it, because you might be helpful in getting this 
bill through. 

Mr. Smiru. Now that you have identified it, 1 assure you I have 
read it, and I will reread it. 

Senator ‘SparkMAN. If you can get a little leisure time I would 
like to have you read the report. we. mi: ie in the early part of 1953 
dealing with the sanie subject of taxation with reference to small 
business. 

Mr. Smiru. I remember that one very well, Senator Sparkman, 
and, as I recall it, in the Internal Revenue Code of 1954, there were 
adopted, I believe, 3 out of 4 of those recommendations and I heartily 
recommended them. 

Senator SparkMAN. Some of those recommendations were adopted. 
That is correct. And last year we decided it was time to make another 
study and we did and came up with this report early this year. Iam 
delighted to see so many of us getting in step. I look forward to 
considerable relief for small business this year, and the enactment 
of this capital bank bill, or this legislation by whatever name you would 
like tocallit. Thank you very much. 

Senator Ciark. Mr. Robbins, would you mind turning to page 3 
of your prepared statement, the last paragraph, which deals with 
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S. 3651. I would like to ask you a seaieile of questions about your 
statements there. In the third sentence in that paragraph, you state: 

It would pose a difficult question of definition and division of responsibility 
and functions between the new agency and SBA, not only with respect to financial 
assistance but also in such areas as management counseling, assistance in pro- 
curement and other things outside the strictly financial field. 

I do not.see anything in S. 3651 which would call for the Small 
Business Investment Administration, which is the new agency that 
that bill calls for, getting into management counseling, assistance in 
procurement, and other things outside the stric tly financial field. On 
the contrary, in section 303 (a), there is a specific provision authorizing 
the Administration, particularly with the consent of the Small Busi- 
ness Administration, to avail itself on’ a reimbursable basis of the 
facilities of other agencies. 

It had been my thought there would be no overlap at all, but the 
Small Business Investment Administration would call on the Small 
Business’ Administration to the extent they needed it for these services 
other than financi al services. I wondered if you would care to comment 
on that, 

Mr. Rossrns. I think that is a very difficult thing to make work. | 
mean, borrowing personnel and people from another agency. 

Senator Ciark. I would suggest to you it is not quite as much of 
another agency as your testimony and that of some of the other 
Government witnesses would ‘indicate, because there is this coordi- 
nating policy board on which I imagine you yourself would serve, 
which is created for the very purpose of seeing to it that the Small 
Business Administration and the Small Business Investment Admin- 
istration are closely coordinated in their functions. 

Mr. Rosgrns. I think the fact that that requirement is in this bill 
emphasizes the fact that there is a problem of coordination and defini- 
tion of responsibility and function. 

Senator CiarK. I would suspect you and the other members who 
would serve on that policy board would be astute in seeing that the 
Small Business Investment Administration did not set up a conflicting 
bureaucracy with similar and overlapping functions. I think that 
would be one of the most important things for the policy board to do. 

Mr. Rossrns. One of the reasons why we are opposed to the new 
agency is just that. We would not like to see a new bureaucracy 
created. 

Senator Ciark. Iam suggesting it would be in your power to pre- 
vent it, and certainly we have no intention of s eing such an agency 
created. I have raised that point to indicate a differenc e in point of 
view with you as to this danger of overlapping. The view of those 
of us who support S. 3651 is “that there need be no overl: ap with in- 
telligent administration of the act. 

I want to get back to the fundamental problem of whether the 
business of making long-term loans and making it easier to acquire 
equity capital is not really a very different function from that which 
the Small Business Administration is presently engaged in, and 
whether there is not a real analogy between investment banking and. 
commercial banking and private “banking, in the different functions 
of the Small Business Investment: Administration and the Small 
Business Administration which is called for by S. 365 
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Mr. Rossrins. As I said in answer to Senator Proxmire’s question, 
it does not seem to me that the analogy is very good. Here the 
dzovernment, through whatever agency it may be, is simply lend- 
ing money to the association. The association is the one that deals 
with the small-business concern. I think there would be a great 
advantage in having one agency that will take an overall look and 
make an overall an alysis of the financial needs and possibilities of 
the small-business concern and then determine whether and how 
much equity capital will be justified and required; and they can refer 
them to an investment association for that and have the provision 
of equity capital and the loan by SBA, if that seems to be indicated, 
tied together from the beginning. 

Senator Ciark. I think those of us who disagree with you would 
take the point of view we would not want this new' function under 
the control of an agency which of necessity is a combination of a 
commercial bank and a'welfare or ganization. 

Mr. Rospins. I would not have thought of it in that light. 

Senator Ciark. I want the record to help sharpen the differences 
of opinion so that when-come to consider it, we will not be quite as 
confused as we would otherwise be. 

Mr. Rossins. May I go back to your question of using personnel 
of SBA or any other agency on a reimbursable basis? There are 
some situations and some special projects which lend themselves to 
that, but I think any continuing function does not. There is always 
difficulty, I think, when one agency wants to lean on another one 
for a more or less day-to-day operation. The direction of the ac- 
tivities and the time of the people involved is not an easy thing to 
work out to the satisfaction of both. 

Senator Ciark. Of course, that is true and I think the difference 
of opinion between you and me is because there is a different pic- 
ture in each of our minds as to what this new agency could be. I 
think of it, and I believe the other sponsors of the bill do too, as 
a relatively small policy group which would determine the feasi- 
bility and desirability of making loans for a relatively small number 
of investment companies, pretty well decentralized throughout the 
country, and which would not have any operating function. 

It certainly would not create a bureaucracy to be poking under 
every rug. Whereas I suspect you think of it as an entirely new 
and independent agency which would have to get. into all of these 
things in order to protect the taxpayers’ money. 

I think it is because of the different pictures in our minds that 
we come out with different conclusions. 

Mr. Rosprns. Partly that, and partly to give the small-business 
concern the best advice possible on the overall problem. 

Senator CLark. But I do not want to see this new agency giving 
advice to any small-business concern. I want it to stay out of it. 
The investment company and the SBA can do it. 

Mr. Rogers. The investment company then will have to have its 
own staff for investigation, analysis, and consideration of engineering 
features, and all of the other ‘things that. enter into a determina- 
tion of the credit needs and nierits of the company. 

Senator Ciark. Yes. And the investment company is a private 
enterprise agency, created for the purpose of making money, and 
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there would be no need to have a duplicate Federal bureaucracy 
over and above that; 

Mr. Rossrns. The last thing I would like to see is duplication in 
any field if we can avoid it. 

Ranatar Criark. We are all in accord wit that, but it is a ques- 
tion of method. I understand we disagree, but I want to point out 
why. 

Would you turn to the last page of your statement, the next to 
the last sentence of which reads: 

Most, if not all, of the principles which I have endeavored to express are 
incorporated in 8. 3643. 

I would like to __ you the direct question as to whether’ the 
Treasury supports S. 3643. 

Mr. Ropsins. Yes; it does. 

Senator CiarKk. It does? 

Mr. Rossrns. Yes. 

Senator Crark. Perhaps a little reluctantly / 

Mr. Rossrns. No. 

Senator CLarkK. — with something less than real enthusiasm ? 

Mr. Rosprns. No. I do not think that is quite an accurate state- 
ment of the attitude of the Treasury. 

Senator CLark. You are for it? 

Mr. Rossrns. We are for it, and we have so indicated in a report 
to the Bureau of the Budget and I think ‘perhaps to this. committee 
also. 

Senator Ciark.-It is not in your written statement, so Iam glad 
to get it specifically. 

Mr. Rosprns. ‘The ‘only qualification is that last sentence where 
I said “most, if not.all.” “Frankly, the only thing I have in mind 
that is not in that piece of proposed legisl: ation is that in setting up 
one of these investment associations it is desirable not to permit one 
individual to dominate, or-one stockholder to dominate the company. 

Senator Ciark. You made that clear. Yes. I think as I read 

through your statement that the last, little sentence is the only: place 
ini it where you refer to S., 3643. It.suddenly appears at the end 
of the statement, for the first time, ‘and I wanted to be sure that 
S. 3643 has the enthusiastic support of the Tréasury: Department, if 
itdoes. Is that right? 

Mr. Roserns. That is right. 

(The following was received for the record :) 

TREASURY DEPARTMENT, 
Washington, D.C... April 29, 1958. 
Hon, JOSEPH 8. CLaRK, 


Chairman, Subcommittee on Small Business, Committee on Banking and 
Currency, United States Senate, Washington, D. C. 


DEAR MR. CHAIRMAN :.In the formal statement which I submitted to your com- 
mittee on April 24, 1958, I mentioned ,several principles which the Treasury 
Department believes should govern assistance by the Government in any plan 
to provide long-term loans and. equity capital to small-business concerns. , At 
the end of my statement I said, “Most, if.not all, of the principles which I have 
endeavored to express are incorporated in S. 3643.” In view of the questions 
which were asked as to the Treasury’s position on.S. 3643, T should like, with. your 
permission, to amplify my statement to point out the merits of that bill in the 
light of the principles outlined. 

1. The bill recognizes the different activities carried on by three types of cor- 
porations organized. with State, municipal, or private capital to aid small busi- 
ness, as follows: 
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(a) Local development companies whose typical activity is to buy or re- 
habilitate and equip a building for lease to a tenant who will provide local 
employment. Under this bill SBA could make a loan to the development com- 
pany, secured by a mortgage on the plant, and could make additional loans 
to the same company up to $250,000 for each identifiable project. 

(b) State development credit corporations which for the most part are 
lending institutions. Here SBA could make loans to the corporation, match- 
ing amounts borrowed from other sources. 

(c) A new type of small business investment association organized for the 
express purpose of providing equity-type capital to sm#ll-business concerns. 

None of the other bills makes adequate provision for these different types of 
assistance, 

2. The bill would use the existing organization and facilities of the Small Busi- 
ness Administration rather than establish a new Federal agency. Some of the 
advantages were emphasized in my prepared ‘statement. In addition, it may be 
pointed out, as I stated under cross-examination, that this provision would not 
confuse the lending and investinent functions, because SBA’s part in the latter 
would be only that of making loans to the investment companies, which would 
be run by local -people and would make investment decisions... We believe it 
would be highly advantageous for a small-business ¢oncern to be able to go to one 
ageficy for advice on its entire financial problem.: Under this bill SBA would 
be in a position to analyze the problem, form an opinion as to the amount of 
equity capital needed, if any, and determine the amount of credit which the exist- 
ing or increased equity base would justify. , If equity capital were needed the 
small-business concern would be referred to. the local investment, association 
which could then cooperate with SBA if solving the whole problem. 

3. All Government «assistance to local development companies, State develop- 
ment credit corporations and investment.associations would be limited to loans, 
without participation in. the profits, or participation in management unless . 
necessary to protect the Government's position. . Normally these institutions 
would manpage themselves, subject only to adherence to certain standards, sub- 
mission of periodical reports, and examination by a Federal agency. 

4. The bill contains restrictions on the use of Federal funds to compete with 
private enterprise or to assist one area at the-expense of another. 

We.believe that these points and others, including the tax provisions, would 
encourage the investment of private capital in all three types of institutions and 
that in due course those institutions would be able to pay off the Government’s, 
loans and continue te supply the needs of.small business without Government 
help. 

Sincerely yours, 

LAURENCE B. ROBBINS, 
Assistant Secretary of the Treasury. 


Senator ‘Crark. One final point. There. has been a good deal of 
discussion this morning based on the. premise that ‘small business 
does not really -want equity « capital. I would suggest to you that 
that is often ‘but not always true. Last year, when this subcommittee 
was holding liearings on Senator-Fulbright’s bill, we had some, to 
me, very revealing testimony froma small-business.man in Arkansas 
who outlined the great difficulty: that he had in arranging for the 
marketing of a common-stock issue.. He felt that his business had 
gotten to the point where he wanted to dilute his own ownership. He 

was getting a little’ old, he felt. 

It was a successfull company with a good fibre, but he had been 
to New York and he had been to Houston and various other places 
and he had been quite unable to interest any investment bankers or 
wnderwriters in helping him float such an issue. 

The end result was that he had to sell out his business because 
there was no organization within the private enterprise system setup 
to help him spread or sell part of his equity, except at an absolutely 
ruinous cost. . I am going to come to a question in a minute. 

I know from my own experience as a corporate lawyer for some 
25 years that it is a very difficult thing indeed.to find capital for a 
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small business, which often does want to get equity capital in. It 
cannot go to Brown-Harriman, or White Weld, or any of these big 
investment companies. My son happens to work in one. They are 
just not interested in a small business, and they should not be. They 
do not have the time and it is too much bother and trouble. 

This is what has been referred to earlier in the testimony as the 
Macmillan gap. The present Prime Minister of England made a 
report some years ago on a similar vacuum in the free-enterprise 
system over there, and to some extent it still exists, for providing this 
kind of assistance to small businesses. 

I would suggest there is many a time when a small business is about 
to grow into a medium-sized business, where it just cannot get the 
money. That is one of the reasons why I feel quite strongly that 
S. 3651, or even S. 3643, is a good thing; because it does fill that gap 
by making it possible for that kind of a small business to. move on 
and become a little bit bigger, whereas this fellow in Arkansas had 
to sell out in the end. 

That is an élaborate statement, made to induce your comments, 

Mr. Rossrns. I think it is a little difficult to judge the Arkansas 
case without knowing more about it, such as the amount of money 
he wanted and the terms on which he wanted it, or the terms on which 
he was willing to accept it, and all of the other factors that enter 
into it. 

Senator Ciark. That is true, but I can only say that the members 
of the committee who heard him, which .included several. members 
who do not share my views, thought that ‘it seemed like a great shame 
that this fellow, who made a great success, was unable to do anything 
except sell out. 

I do not ask you to take that on faith without reading the testimony. 

Mr. Roserns. I quite agree that investment houses such as those you 
have mentioned are not and cannot properly be interested in a small 
underwriting, but there are smaller investment houses, and I know 
that Mr. Barnes has had assurances from-quite a number of them, that 
are interested in small-business financing. 

Senator Ciark. Let me read you this. 

Mr. Ropprns. May I say one other thing ¢ 

Senator Ciark. Yes, please. 

Mr. Rossrns. When I made the statement that small-business men 
frequéntly or, perhaps I should say typically, do not want investment 
capital—that does not mean. it: applies in every single case. 

Senator Ciark. Senator Capehart did not even say “typically.” 
He just said they did not want it. 

Senator CapenHart. What I said there was they do not want to give 
up their equity. I did not say they do not want equity capital, but I 
said they do not want to give up their ownership and they do not want 
to dilute their ownership..:I did not say they did not want equity 
capital, but they did not want to-dilute their ownership. What I said 
was small business is generally 1 or 2:men, and if they are going to give 
up their ownership they will become managers and they will not make 
the sacrifice ‘that 18 necessary in my opinion to make a small business 
successful, because they: have no ownership in it themselves. 

If it is successful, they get very little out of it. The thing that makes 
a businessman make the necessary sacrifices is the fact that he is-going 
to be successful; some day he is. going to be big. 
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Senator Ciark. I think we have a little time. Therefore, if it is 
agreeable to you I would like to read a little bit of this testimony to 
you and get your comment on it. This fellow’s name was Venner, and 
the testimony before this committee was as follows: 

Mr. VENNER. There were no local investment houses that would take our 
common stock for sale, even though we had a very good record of earnings. We 
have no setup of that sort in Little Rock or in the State of Arkansas, and we 
organized a little corporation for the distinct purpose of selling this stock. And, 
to be a little facetious, I made the statement that we could not sell this thing 
in the normal way, the conservative way, and it almost took a man to stand on 
his head on the corner of Fifth and Main and make funny faces to sell the thing. 

Senator CLARK. Did you have to register it with SEC? 

Mr. VENNER. Yes, sir. Ultimately we went on the Midwest Stock Exchange. 

Senator CLARK. Did you get your investment broker from Little Rock or did 
you have to go out of the State? 

Mr. VENNER. We had to go out of the State. He was an unusual character, 
and as soon as the thing was ever we just dismissed him. 

Senator CLarK. And you were able to hold ‘on to 100 percent of the equity, 
I hope? 

Mr. VENNER. Yes; We only got 80 percent of the money that was taken in. 

Senator CLark. You did not lose control of the company ? 

Mr. VENNER. Oh, yes; I did. 

Senator CLarK. You did? 

Mr. VENNER. Yes. I deliberately did that, for the reason that I knew that 

could not sell this kind of stock and still hold absolute. control. 

Senator Carenart. Will the Senator yield.. What business was he 
in? 

Senator Ciark. He made aluminum boats. That is the problem. I 
think some of that S.-3651 would help to.solve and, to some extent, 
so would S. 3643. I would like your comments on whether you do not 
think that is the kind of function which ought.to be provided if we 
are going to have a free and independent small-business system in 
this country backing up and bolstering the whole concept of the free- 
enterprise system. 

Mr. Rossrns. -I think that is:the kind of thing that is provided in 
both of those bills. I prefer the way it.is provided for in 8. 3643 
rather than thé other one. 

Senator Crark. I have no further questions. 

Senator CapeHart. I -want to say something, and*I want to make 
sure I quote you correctly in the question I am going to ask. That 
is, do you not think, Mr. Robbins, that Senator Clark made the best 
argument in the world here.a minute or two ago against. this legisla- 
tion in that he said this new agency would have a very small’ person- 
nel; that they would loan money tu a limited few credit associations 
in the United States; and that they; the credit associations themselves, 
would handle all of the business and adopt all of the rules and regula- 
tions and do all of the preliminary work in respect to the loan, and 
that the Federal Government would have absolutely nothing. to do 
with it. ; 

Senator Ciark. Senator, I did not say “have absolutely nothing to 


do with it.” Let us be fair. 


Senator Carenart. That is what I wanted to say. I wanted to 
quote you correctly. What did you say ? | 

Senator Ciark. I said everything you said up to the point where 
you said that the Federal Government would have absolutely nothing 
to do with it. Obviously the Federal Government has to keep, its 
eye on its investment in the investment company, but that does not 
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mean we are going to create a large bureaucracy to poke into the 
affairs of every small-business man’s association that gets the loan, 
I think if the Federal Government is going to make an equity con- 
tribution to the investment association, they want a couple of fellows 
on the board of directors. I do not think it will be any more than 
that. 

Senator Carruarr. You mean the Federal Government would ap- 
point two men on the board of directors’ of these limited-equity 
corporations you are talking about ? 

Senator Crark, Of the investment associations, if the Federal 
Government is making an investment in such association. They would 
doubtless want to vote their stock.and want the representation on the 
board, just the way the RFC put people on boards of directors when 
it was in business. 

Senator Carenarr. Then what. we are doing doing is putting the 
Federal Government into private business of the United States. 

Senator Crark. That is your conchision. Of course, I do not agree, 

Senator Carrnart.. What other conclusion can one come to? 

Senator Crark. If you want to put it this way, Senator Capehart, 
maybe we could agree. I would like to re-create a sare REC. 

Senator Carenart. I would like to ask you, Mr. Robbins, under 
this example that has been given of the gentleman in Arkansas who 
had the boat company and ¢ ould not get equity capital without giving 
up too much of his ownership, if you had ‘an investment corporation 
or a credit corporation in Arkansas—and they do have one, and as I 
said a moment ago, I think & very good one—and this Mr. Venner who 
is the man involved, came to that investment association to get capital, 


would they give hitn the capital without his giving up any e quity! 


Would he be able to:get capital on better terms than he was able to 
get it offered: to him by other people? I gather they offered him 
capital, but he had to give up too much of his equity. 

Senator Crark. I do not want to protect the witness, but T do not 
see how he can possibly answer that question. 

Mr. Rosstns. Thank. you, Senator: 

Senator Caprnart: I do not think he can either, but I wanted to 
show you in many respects how, with respect to what we are talking 
about here, the able Senator from 1 ’ennsylvania saw fit to read’ part 
of the testimony in which he pointed out an example of a small- 
business man in the United States.who had trouble getting capital and 
who had to give up the control, according to the testimony which you 
read. This Mr. Venner -was testifying here. 

What I am. trying to find out either from you, Senator Clark, or the 
witness, or somebody else,.is, Would the situation be different if he 
went to, the Arkansas. State: credit: association? What would they 
say to him? How much equity would they take away from him. 
How far would they insist on entering the management of his business? 

Senator Crark.. I would,be happy. to have the witness answer, and 
if not, I will answer it myself. 

Senator CapeHart. Would you, please? I do not care who answers 
it. I said earlier in the*hearings I am concerned more about the 
mechanics than anything else. 

Senator Crark. I would think it would operate like this, although 
T could be wrong: The Arkansas Investment Corp., when they came 
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here and testified, did not have nearly enough capital to help in this 
kind of a situation. I think either S. 3643 of S. 3651 would remedy 
that defect by putting the Arkansas Investment Corp. into business 
with enough capital to help this-fellow when. they wanted to; I would 
think with a rather more benevolent attitude toward this business 
than the normal private investment banker, who wanted to make some 
money out of it and get out. They would be pretty much inclined to 
buying some of this ‘fellow’s stock without requiring him to give up 
absolute control, anid would be inclined to go along with him, with the 
thought in mind.that if the business -was “successful, maybe he could 
buy it back’a little later. 
enator Capeniart. But here is .a man making boats.’ I do not 
know how many boat companies there are in‘the United States, but 
my best judgment is that there are lots of them. There are at least 
hundreds of them, I suppose. I am sure he céuld not make a success 
selling boats just inside the State of Arkansas—aluminum -boats— 
which means that. he.will sell them ‘all over fhe United States and 
compete’ with every other ‘boat manufacturer in his category, with 
money which he received from the Federal Government. 
My question is, How far can we go oii, that sort of thing? How 
. far should we go? Should you put me in the boat business in Indiana, 
or pee you put Senator Proxniire in the boat business in Wisconsin ? 
How far can we. go under our private-enterprise Svstem before we 
get to the point where 51 percent of ‘our businesses in the United 
States are « Ta and financed by the Federal Government? 


Senator Ciark. That is a big, philosophical question, which I do 
not think you and I are going to solve here. It occurs to ine perhaps 
we have explored this partic cular examplé as far as we wisely can, 


and, as always, Sen: we I am ‘happy to have you have the last word. 

Sentor Carenarr. I do not, want the last word, but neither do I 

vant to be cut off. 

Senator CLark. Senator ee do you, have any questions ? 

Senator Proxmire. Yes, I do, Mr. Chairman. «Mr. Robbins, in 
your statement on page 4, you say, “We believe that a 10-year loan 
to a small business is a long-term loan.” . Have any questions been 
asked on that ? 

Senator Crark. Yes. Senator Sparkman went into it at some 
length and indicated his view that Mr. Robbins was in error in that 
regard, and I think he defended himself very adequately. 

Senator Proxmire. Then I will read the results of that testimony 
when it is typed up. * Let me ask you, Mr. Smith, one question and then 
Tam through, Mr. Chairman. . Considering the tax provisions in all 
of the legislation, Dr. Smith, in terms of benefits realized by the in- 
vestment. companies themselves—and I realize you. have to consider 
them at least to a great extent from the st: indpomt of a Treasury— 
which tax prov isions are the more generous, those in S. 2160, S: 3191, 
or those in S. 3643 and 8. 3651? 

Mr. Smiru. May I first thank the Senator 'for his very complimen- 
tary earlier comments. It is a great pleasure to me to resume contact 
in this forum, and I look forward to telling my next class at Har- 
vard that they too may look forward to liaving a different situation, 
which perhaps will whet. their appetites for their.future careers. 


24897.—58——18 
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Now as to which of these two provisions is the more generous, I 
think it is very hard to give an answer. Frankly, I had not thought 
of it in those terms. We had thought of it in terms of what would be 
the most useful and what would be the best from the standpoint of 
consistency with general tax policy. On those two grounds we feel 
very definitely that the-provisions of S. 3651 and 8S. 3648, which are 
identical, I believe, are distinctly preferable to those of the two other 
bills, S. 2160 and S. 3191. 

Senator Proxmire. You indicated that very clearly in your testi- 
mony.’ What I am concerned about is the principal purpose of this 
legislation, which is to provide long-term capital to small business 
that will work and which will put long-term money into small. business 
promptly. 

Mr. Suirn. It is my opinion that from the standpoint of usefulness 
in getting funds made available, that the tax provisions in S. 3651 
and §. 3643 will very likely be more useful. They also have the im- 
portant consequence of having a’‘revenue impact only insofar as in 
fact losses do develop.: It is closely parallel to what some of us at 
least believe is the most important single provision of the bill F re- 
ferred to recently introduced in the House, for general tax relief of 
small business. It provides that on an investment, when, as and if— 
and only if—a loss does arise, it is an ordinary loss. deduction instead 
of a capital loss deduction. 

That does not involve an advance of funds. from the Treasury. It 
means that, to repeat, as and if, and to the extent that losses develop, 
then through the ordinary operation of the tax law there will be the 
opportunity for the investor to take an offset against his ordinary in- 
come with.a commensurate tax saving, depending on his bracket. 

From the:standpoint of modifying investor attitudes over the years, 
it will very likely take some months and perhaps even some years. 
But it is our opinion stock will come to be known in the investment 
fraternity offered to potential investors, “This is section so-and-so 
stock,” and the fact that it has that particular characteristic will make 
it a much more attractive investment. If I may use the metaphorical 
term, it somewhat modifies the phrase of “Heads I win, tails you lose,” 
which is sometimes the opinion of the taxpayer vis-a-vis the Govern- 
ment. This will partially reverse that. 

The provisions in the last two bills I referred to are thoroughly con- 
sistent with'that. It will take some time and it would operate through 
the changing attitudes of investors. It does not involve in that finane- 
ing the direct flow of Federal funds, but we think it would be a very 
useful one. 

The other provisions, the provisions of the other bills, would operate 
to the extent that the concerns are themselves profitable. How soon 
that would come to pass and how soon that would be significant is a 
matter of conjecture. It would not involve a large immediate avail- 
ability. of additional funds because it involves a buildup of reserves 
out of profits which arise at some time in the future when these com- 
panies are set up, and after they operate successfully. From that 
standpoint, I think the tax loss provisions would have a more imme- 
diate impact beeause. they would serve to reduce the tax handicap 
against investment, so that both corporations and individuals would 
be more willing, it seems to me, to make capital funds available to 
those organizations, 
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I am aware that I have not given a categorical answer. I do not 
believe I can give'a categorical answer, Senator Proxinire. - I tried to 
appraise the two in terms of their probable impacts, and I can only 
repeat, as I said earlier, that both from the standpomt of usefulness 
and consistency with the general sound tax program, we very much 
prefer the provisions of 8. 3651 and 8. 3643. 

In case there is any doubt as.to whether we are acquiescent or not, 
let me make the record very clear, Senator Clark, by saying we heart- 
ily support those provisions. 

Senator Crark. If the Senator will yield, IL think, Mr. Smith, you 
were somewhat more forthright in your prepared statement. Will 
you let me ask one question which I think is pertinent at this point? 

Senator Proxmire. Yes. Go right ahead. 

Senator CLark. What would be your attitude, Mr. Smith, toward 
extending the provisions which are in both 8. 3643 and S. 36: 51, the 
tax provisions, with respect to the investment associations, to State 
and local development companies ¢ 

Mr. Smiru. ‘That question was put to me about a quarter of ten this 
morning as we were coming up in the car. I do not want to give and 
I am not ready to give an answer. I certainly think it is something 
that might well be considered. I would like to know a little bit more 
about the other characteristics and operations of State development 
companies. 

Senator Crark. Many of them, I think, have been trying to get 
rulings out of the Treasury Department that they were nonprofit 
organizations, even though their bylaws and charters would indicate 
they were profit or ganizations , usually on the ground that they do not 
really mean to ms ake any money. 

Mr. Sarit. I am sure if their charters indicate they are profit organ- 
izations, the Internal Revenue Service could not give rulings that they 
were not, because they were pessimistic as to their outcome. I do 
believe, however, it would be possible for them to be set up as purely 
State agencies in ways that would qualify for nonprofit status. 

Also, in the last. 2 weeks we sent to the Internal Revenue Service 
various statistics on operating experience, trying to make it possible 
to get some sort of a ruling for treatment of ‘anticipated bad-debt 
losses for such companies to qualify them as generously as possible. 

Senator CiarK. Of course, to the extent they are actually nonprofit 
organizations, the problem disappear s, does it not ? 

Mr. Smiru. To the extent they are in fact, a deduction for ‘a bad- 
debt reserve is of no significance because there is no income to tax in 
the first place. 

Senator CiarKk. Could you give us a written statement in the next 
week as to what your views are on that, after you have had a chance 
to pick it up ? 

Mr. Sarr. Yes; I will undertake to do so, It will depend on the 
other characteristics of these State development corporations. 

Senator Crark. You can obtain the necessary information ? 

Mr.Smiru. Yes. I shall undertake to do so. 

Senator CLark. Thank you very much. 
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(The information inferred to follows :) 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, May 2, 1958. 
Hon. JoserH 8S. CLARK, 
Chairm, Subcommittee.on Small Business, Banking and Currency Committee, 

United States Senate, Washington, D.C. 

My Dear Mr. CHarrMAN: This is in response to your request, made during my 
appearance before your committee April 24, for the views of the Treasury De. 
partment on suggestions to extend the special tax provisions of S. 3651 and 
S. 3643 to State development credit corporations. 

These tax provisidns would affect qualifying companies or their investors as 
follows: 

1. The companies would be allowed an ordinary rather than a capital loss 
deduction for losses on worthlessness or sale of certain convertible deben- 
tures, including stock received pursuant to the conversion privilege, acquired 
in connection with the provision of equity-type capital for small-business 
concerns. 

2. Investors in the stock of such companies would be allowed an ordinary 
rather than a capital loss deduction on losses from worthlessness or sale of 
such stock. 

3. The companies would be allowed a 100 percent rather than the usual 
85 percent intercorporate dividends-received deduction. 

We endorsed this tax approach for the investment companies or associations 
proposed under 8S. 3651 ‘and S. 3643, because these provisions should be helpful 
in increasing the amount of funds available to such organizations consistent with 
other tax recommendations and the general corporate tax law. In general, we 
would be sympathetic to an extension of this tax approach to State development 
credit, corporations, provided such corporations were organized and conducted 
their operations under objectives and limitations similar to those of the proposed 
small business investment associations provided under’S. 3643. To qualify. for 
the special tax. provisions on an equal basis with the proposed smail business 
investment companies or associations, the State development corporations should 
also function consistently with the principles outlined by Assistant Secretary 
Robbins in his statement before your committee April 24. Among these was the 
principle that Government assistance should not be used to encourage business 
concerns to move from one area to another or to subsidize competition with 
established private business. In view of the varying forms taken hy these corpo- 
rations, we. would want to review carefully any specific provisions which may 
be prepared to grant this extension. 

Sincerely yours, 

Dawn THROOP SMITH, 
Deputy to the Secretary. 


Senator Proxmire. Following what Senator Clark mentioned, our 
own experience with the State development associations in Wisconsin 
has been. and I think the statistics are overwhelmingly clear on this 
point, that they have not been. very successful. There are onlv 7 of 
them, in only 3 of the 48 States, which is not very substantial. Every- 
body I have talked to in. both parties, and businessmen in almost every 
line of endeavor, think it is a fine idea that has not worked. That 
is why any. tax incentive or other incentive we can provide will be in 
the public interest. 

T think your answer has been. very helpful-to me. Is it correct to 
summarize it by saying, while it may be possible that S. 2160 and 
S. 3191 might arithmetically be more generous and might possibly 
provide for ee tax savings in many circumstances, that neverthe- 
less you feel S. 3643 and .S. 3651 are more consistent. It might still 
be helpful because they are more consistent. with the present tax laws. 
And, you cannot see any great difference in the actual tax benefits 
between the bills. 
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Mr. Smiru. I would agree with everything except perhaps the very 
last statement. I think there are fundamental differences in the 
approach. 

Senator Proxmire. I understand that, but what I am talking about 
is there will be a great tax saving in one bill and not in the other. 

Mr. Smiru. No. I quite agree with your summary on that. 

Senator CuarK. If there are no further questions or further com- 
ments from the witnesses, the committee will recess. Gentlemen, 
thank you very much for your most helpful and cooperative attitudes. 
It has been a most profitable morning to the members of the subcom- 
mittee. 

Mr. Rossrns. Thank you, Mr. Chairman. 

Mr. Smirn. Thank you. 

Senator CxiarK. The hearings tomorrow will start at 10 a. m., and 
we will hear from Mr. Carl M. Flora, the chairman of the Small 
Business Credit Commission of the American Bankers Association, 
and Mr. R. L. Weissman, economist and senior analyst of W. E. Hut- 
ton & Co., of New York. 

(Whereupon, at 11:40 a. m., the subcommittee recessed until 10 
a.m. the following day, Friday, April 25, 1958.) 
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FRIDAY, APRIL 25, 1958 


Unirep Srares SENATE 
CoMMITTEE ON BANKING AND CURRENCY 
SUBCOMMITTEE ON SMALL Business 
Washington, D. C. 

“The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10:05 a. m., Senator Joseph S. Clark, chairman 
of the subcommittee, presiding. : 

Present: Senators Clark, Fulbright, Robertson, Sparkman, 
Proxmire and Capehart. 

Senator Ciark. . The subcommittee will be in session. 

Our first witness this morning is Mr. Carl M. Flora of the, Ameri- 
can Bankers Association. 

Mr. Flora, would you’come forward? We are very happy to have 
you with us. 


STATEMENT OF CARL M. FLORA, CHAIRMAN, SMALL BUSINESS 
CREDIT COMMISSION, AMERICAN BANKERS ASSOCIATION 


Mr. Frora. Yes. Thank you. 

Senator Ciark. Just make yourself comfortable. I see you have 
a written statement here, and if it is agreeable to you I suggest you 
read it. I am pretty sure as you go along that I will ask you some 
questions. Would you prefer to complete it before we intervene? 

Mr. Fiora. I think my statement is reasonably brief and it might 
be better to complete it.. Then I wili e glad to try to answer any 
questions that the committee may have. 

Senator CLiark. That is fine. Just go ahead. 

Mr. Fiora. My name is Carl M. Flora. I am vice president of the 
First Wisconsin National Bank in Milwaukee, Wis., and chairman 
of the small business credit commission of the American Bankers 
Association. It is in the latter capacity that I appear before you 
today. 

The association appreciates this opportunity to present its views 
with respect to legislation making equity capital more readily avail- 
able to small business. Naturally bankers are interested in legislation 
affecting the strength and stability of small-business concerns. We 
trust our suggestions to the committee will be helpful in drafting 
constructive legislation. 

We have been gratified to note that the study of the Board of 
Governors of the Federal Reserve System, that is, the portion com- 
pleted, confirms the fact that the short and intermediate-term credit 
needs of small business are being. adequately met by commercial 
banks, and other private lenders. 
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We think that the first.two volumes of the Federal Reserve study 
have already made ani important contribution to understanding of the 
issue by focusing attention on the real financing problem of smal] 
business, the lack of equity capital. You gentlemen realize, of course, 
that generally speaking commercial banks are not authorized to-sup- 
ply equity funds. However, we would like to offer such observations 
and recommendations as are suggested by our experience in the com- 
mercial banking field. 

Whien we appeared before your subcommittee last year, we were 
very interested in the proposals before you to stimulate the flow of 
equity -capital to small business. Our representative testified in 
answer to a question that the idea of Federal Government participa- 
tion in a program designated to make available additional equity 
capital “has. merit * .* * and could well be utilized to achieve con- 
structive results.” 

Accordingly, the association president, Mr. Joseph C. Welman, ap- 

ointed a special A. B. A. subcommittee under the chairmanship of 

enton R. Cravens, president of the Mercantile Trust Co., St. Louis, 
for the purpose of examining this problem and determining how it 
might be met consistent with the principles of the free enterprise 
system and sound banking and financing practices. The special sub- 
committee’s recommendations have been approved by the governin 
body of the association and form the basis of my presentation this 
morning. 

We believe that we can be most helpful by stating a few general 
principles and certain specific recommendations which, in our view, 
should be incorporated in this legislation. 

To start an effective program of equity financing for small business 
as quickly as possible, existing development credit corporations should 
be used. Such a program would take full advantage of existing local 
organizations familiar with the business and economic conditions in 
their respective communities. Moreover, keeping the program on the 
local and State level will maximize the participation of private local 
capital and resources. The interest shown in the creation of State 
and local development credit corporations offers convincing evidence 
of the vitality of this movement. 

To accomplish’ these objectives, Federal legislation should tem- 
porarily stimulate the flow of investment funds through existing de- 
velopment credit corporations and encourage the creating of addi- 
tional development, credit corporations where needed. 

Any long-range, constructive solution to the need of small business 
for equity and long-term capital financing should basically depend 
on the availability of and access to the resources of private financial 
institutions and investors, and any governmentally sponsored pro- 
gram should be intended as a temporary stimulant and supplement to 
private financial facilities for financing small business. 

The primary source of any equity funds needed to inaugurate any 
such program should be local private financial resources. 

The responsibility for the management and administration of any 
instrumentality created to carry out any such program at the State 
or local level should lie with local private citizens. 

There are certain other general principles which we believe merit 
the attention of Congress in the drafting of this legislation. 
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This program.should.be administered: by an existing governmental 
agency. The creation of a new agency would be costly and would 
delay the benefits to be derived from any program. The agency 
designated to carry out this program should be the only agency au- 
thorized to furnish small business financing. The regulations or 
criteria established by the Federal supervisory agency should be broad 
in scope so that the program in the State or local development credit 
corporations will not ‘be handicapped or delayed by restrictive 

uirements. 

Federal funds should not be used directly or indirectly for the 
purpose of stimulating or. aggravating interstate competition with 
respect’ to the location or relocation of small business, 

To accord with the general principles. stated above, the legislation 
in our view should embody the following specific features: 

1. Provision should be made for the incorporation under Federal 
law of development corporations to act as a source of capital funds 
for small business. Provision also should be made for terminating 
the life of such Federal corporations after a period of 3 years during 
which the legislatures of the several States may by appropriate legis- 
lation provide for the inc orporation of corporations of compar: able 
character and purpose at the State level. 

2. Such development corporations, whether incorporated under 
State or Federal law, should be eligible to borrow appropriated funds 
from a presently existing Federal agency. which would be designated 
to institute and maintain the program: The maximum amount of 
Federal funds which may be on loan to any such development cor- 
poration should be limited as follows: 

(a) Subordinated debt—in lieu of purchasing equity shares—not 
to exceed an amount equal to capital and surplus of the development 
corporation. 

(6) Unsubordinated debt. not to exceed an amount equal to funds 
provided by banks and other private lenders. 

The development corporation should pay interest to the Federal 
lender at a rate equal to the prevailing rate on Jong-term Govern- 
ment borrowings, plus a premium of 1 percent to “the extent ‘the 
premium is earned. These loans should have a maturity of not more 
than 10 years with renewals limited to an additional 10 years. Con- 
ditions attached to the making of such loans should include covenants 
by the borrowing development corporation that it would not pledge, 
mortgage, or make distribution of any of its assets except payment 
of vidends in the ordinary course of business, and that 1t would 
not use the proceeds of the loans of Federal funds except for the 

urpose of making loans to small business with no more than $250,000 
ine on loan to any individual small business borrower. 

3. No Federal funds should be invested in stock, but the use of 
Federal funds should be limited to the making of loans to develop- 
ment corporations formed or to be formed “with private capital. 
Purchase of equities in small businesses by development corporations 
should be limited to funds supplied by private sources 

4. There should be some ceiling on the aggregate amount which 
may be on loan to various development: corpor ations located in the 
same State. A limitation of $200,000 for each 100,000 population 
would appear to be a fair and reasonable ceiling. 
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5. The total amount authorized for the program should not exceed 
$500 million. In our view, section 13b of the Federal Reserve Act 
should be, repealed and the funds presently held under that section 
should be made available for use as a revolving loan fund for sub- 
ordinated loans to be made to dev elopment corporations. In practi- 
cal effect then, this fund of some $27.5 million would represent the 
Government’s maximum investment in the equity of such develop- 
ment corporations, . However, the Government would not actually 
purchase equity shares. 

6. The Federal administering agency should be appropriately em- 
powered to— 

(a) Grant or deny applications for charters for development cor- 
porationis to have existence for a limited period; 

(6) Establish criteria with respect both to the borrowing and lend- 
‘ing by such corporations in accordance with standards prescribed by 
the Congress; and 

(¢) Exercise supervisory and examination power over all federally 

chartered development corporations and such State-chartered develop- 
ment corporations as become borrowers under the program. 
, 7. While federally chartered development corporations should not 
by the: Congress be accorded local tax immunity as governmental 
‘instrumentalities, both ‘State and federally chartered development 
. corporations should be given appropriate special treatment under the 
Internal, Revenue Code. , We suggest that they be treated in a manner 
‘generally comparable to regulated investment companies and that 
they be permitted: to establish deductible reserves for losses adequate 
to insure the. liquidation of their indebtedness. This might well re- 
quire as much as 50 percent reserve—with appropriate maximum 
ceiling—particularly in the initial stages of the program. 

8. Amendment should be made to the National Bank Act and the 
Federal Reserve Act so that:the capital stock of State or federally 
chartered development corporations, wherever situated, may be law- 
fully purchased iy national. banks and State member banks in so far 
as Federal law is concerned. 

9. The Internal Revenue Code should be amended so that private 
lenders which make loans to, development corporations may establish 
and maintain a separate dedictible reserve for losses on such loans. 
As in the case of reserves established by the corporations, a reserve 
of as much as 50 percent—with appropriate maximum ceiling—may 
be required to provide incentive for private investment. 

10. We believe that there is no justification for creating a new 
Federal bureau to -institute and administer the program. Of the 

existing agencies, the Federal Reserve System is best equipped, in our 
judgment, to implement such a program, and, therefore, we recom- 
mend'that it be named as thé Federal administeri ing agency. 

In making the foregoing specific recommendations, the association 
has borne in mind three primary factors: 

(1). That.there is shad tebe at this time to stimulate the availability 
of ae tt funds to small business ; 

(2) That the taxpayérs’ money should be used for such purpose to 
the least’ extent possible; and 

(3) That the banking system should participate in the program 
to the greatest extent possible consistent with sound banking practices. 
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We believe that our recommendations are consistent with these 
enwnerated factors and that they point the way to establishment of 
a. sound and effective program for meeting the present long-term 
capital needs of small business. 

Senator Crark. Thank you very much, Mr. Flora. I hope you 
will convey to the board of directors and the president of the Amer- 
ican Bankers Association the deep appreciation of this committee for 
the hard work you have evidently done to present a constructive and 
helpful program in this most difficult field. I think it is very hearten- 
ing indeed to see that the American Bankers Association recognizes the 
need for Federal legislation and is prepared to give us its help in 
formulating a:comprehensive and sound program. 

While we may. not agree with all of your recommendations, and 
while I am sure members of the committee are going to want to ask 
you some perhaps searching questions, I do think you and your as-, 
sociation have rendered a real public service by coming in here with 
a well-thought-through program, and not just, as is often, the case, 
blanket and negative attitudes toward a very real national problem. 

Senator Capehart, would you like to start off-the questioning ¢ 

Senator Carenarr. I just came in. - Let me finish this statement, 
please. , 

Senator Ciark. All right. 

As you know, the junior member of our committee comes from your 
State, Mr. Flora, and he is very much interested in this problem. 

Senator Proxmire. 

Senator Proxmire. Yes. I would first like to say I am delighted 
to see. Mr. Flora here. He is an eminent banker in the State of 
Wisconsin and in Milwaukee, ‘representing the First Wisconsin Na- 
tional Bank, and representing, of course, primarily the American 
Bankers Association. Let me say that all of the people of Wisconsin 
are owe of the outstanding bank he does represent, which is easily 
the biggest and most prominent. bank in Wisconsin. 

Mr. Flora, I am-happy to see your recommendation on page 5, and I 
am inclined to agree with you from what I have seen so far there 
should be a limitation. of. $250,000 on the loan to any individual small 
business borrower. I.concur wholeheartedly with the statement of 
the chairman that it is most encouraging to have this kind of con- 
structive criticism ‘and suggestion by the American Bankers 
Association. 

I would like to call your attention on page 2 of your statement to 
the last sentence in your next to the last paragraph, where you say: 

The interest shown in the creation of State and local development credit 
corporations offers convincing evidence of the vitality of this movement. 

Do you feel that the State Development Credit Corp. of Wisconsin 
indicated any vitality that-is at all encouraging ? 

Mr. Fiora. No, sir; I do not.. However, in the broad picture a 
recent survey by the Department of Commerce shows that more than 
2,000 credit or development corporations of one ‘type or another have 
been formed since the end of the war. As I recall it, there is legisla- 
tion in 17 States enabling credit corporations to operate, and credit 
development corporations are active in some 7 States. I will not go 
into detail, but I believe your committee has:reports from various 





200 '- FENAN'COING SMALL BUSINESS 


sources which indicate ‘some areas where it has been properly set 
up 
Senator Ciarx. Will the Senator yield ? 

Senator Proxmire. Yes; I will yield on this line. 

Senator Crark. Mr. Flora, we had a good deal of testimony on that 
‘ before this committee last summer. I think my own view would be 
that the movement is mushrooming, but it has very little vitality 
because it does not have any capital and, with rare exceptions, it has 
not been able to get any capital. So my own view is that we should 
do everything possible to encourage the State and local development 
corporations. However, unless we can inject a little “do-re-mi” 
into the plan, they will never do too much. Perhaps you care to 
comment on that. 

Mr. Frora. I would think generally speaking that would concur 
with our association’s position. We have felt that the State and local 
development credit corporations are the best mechanism to use, because 
it permits the use of local people who know the communities. 

We have also felt, as I said in my statement, that local capital should 
be brought in. 

Under these suggestions we have made, any capital obtained by a 
Jocal corporation could be matched by subordinated debt in a loan. 
Let us take an example. of the Maine Development Credit Corp. At 
the present time, as I recall it, they have capital of approximately 
$100,000, and they have private funds borrowed of $1 million. 

Senator Ciark. I think they have a line of credit of $1 million, but 
T do not think they have actually borrowed for that. 

Mr. Frora. That may be correct, sir. Under our program they 
would qualify immediately for subordinated debt of $100,000, which 
in practical effect, from a borrowing standpoint, would double their 
borrowing base. Then under our program they would also qualify 
for senior-debt for an additional $1 million, because it is contemplated 
senior borrowings from the Federal Government match borrowings 
from private industry. 

Our thinking again there is just as you have expressed it, that if 
we get more equity capital into the credit-development corporations, 
that. the more can be borrowed so that the credit needs of that par- 
ticular community or the equity financing needs can be adequately 
met. 

Senator Crark. ‘Senator Proxmire. 

‘Senator Proxmire. You have made the point that I would like to 
make, except that, it.seems to me that the emphasis is the other way. 
You pointed out there are some 17 States in which this has begun, and 
some 7 States which have active corporations, which seems to me to 
be inadequate, in view of the fact that we lave 48 States, and only 3 
in which more than $2 million has been pledged according to the 
statistics I have seen.. It would seem this would indicate something 
to which you agree on the basis of your testimony, that legislation of 
this kind is desirable and necessary and helpful. 

Mr. Frora. That does express our feeling that the development has 
not beén rapid enough‘nor broad enough, and that, therefore, there 
' .is a’ justification for levislation.to stimulate and assist these credit- 
development. corporations. 

Senator Proxmrre.’ .Onr page 3 of your statement you say that you 
fée] it-should be temporary, and you tend to underline that throughout 
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our statement.’ In your recommendations you specify later on it 
should terminate after 3 years. 

In view of the fact that this has been a continuing problem and is 
likely to be over the foreseable future, that is, this desper ate need of 
small business for long-term capital, and in view of the inadequate 
efforts to meet it so far—that is, smé all business, as I understarid., it, 
has borrowed $25 billion a year of short-term capital and the total 
amount pledged here adds up to a tiny, insignificant fraction of. that 
pledge in these corporations—in view of that, does not 3 years seem 
to be a short time?’ Why do you emphasize the temporary aspect of it 
so strongly ? 

Let me continue by making this ove final point, Mr. Flora; As long 
as'the legislation is so draft ed that the role of the Federal Government 
shall be subordinated and that the Federal Government itself shall 
not own ‘any equity capital, but proceed through an intermediary 
corporation, are not these safeguards sufficient to prevent the entry 
of the Federal Government in a competitive and destructive way with 
private business ¢ 

Mr. Fiora: I am glad you asked that question and I will explain 
it, because I -would consider it important, since it involves 
a fundamental principle in our thinking. 

Our belief is that this problem can best be met on a local and State 
level. The purpose of providing federally chartered corporations for 
a period of 3 year's is so that immediate action may be taken to estab- 
lish such development cor porations wherever they are needed, and that 
a satisfactory period of time be given to the States to pass enabling 
legislation i Way want to. However, if a State does not want this 
assistance and does not have sufficient interest to pass such legislation, 
then we do not believe that the Federal Government should come 
in and try to operate a corporation within the State which the State 
itself does not desire. 

Senator Proxmme. You feel there is a, sufficient awareness in State 
governments, and so forth, so that if this program is worth. while, 3 
years is enough to give ita start? It seeins to me 3 years is extremely 
brief in a program of this kind, which has such a long way to go. 

Mr. Fiora. I might say that the 3 years is suggestive. Our think- 
ing was that there was plenty of time for the Various State legislatures 
tomeet ; but our feeling is whether it should be 3 years or 4 or 5 years— 
fam sure I do not know. 

Senator Proxmire. The emphasis is on temporary. 

Mr. Frora. But to keep it temporary and get the program going. 
There are records of many agencies, which T know there has been 
testimoniy-on, and I will not enumerate them, where the Federal Gov- 
‘ernment initially put in some. money and it sparked the movement. 
Then it:has been taken over by local and/or private enterprise. That 
igour thinking onthis situation. 

Senator Proxmire.. I 4m going to skip ahead and come back to some- 
thing later on. 

You say on page 6, and maybe I misunderstand it. 

* * * the Federal Reserve System is best equipped, in our’ judgment, to 
implement such a program— 
rather than the Small Business-Administration. 

Would the Federal Reserve System be the agency that would. ad- 
minister the program ?. Is that correct ? 
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Mr. Fuora. Yes. Our association believes that the Board of Goy- 
érnors and the 12 Federal Reserve banks are the best equipped to ad- 
minister this program because of their close contact with the banking 
industry and the financial world, with the experienced staff they have 
throughout their organization. 

Senator Proxmirr. It is a very interesting suggestion. 

Senator CrarK. Will the Senator yield? 

Senator Proxmire. Yes. 

Senator Ciark. Mr. Flora, I do not know whether you know it or 
not, but Mr, Martin has been down here testifying, and if we put this 
organization in the Federal Reserve we are going to do it over his 
dead body. His-view is they have plenty to do and enough troubles 
as it is, and he would prefer to see it in the Small Business Administra- 
tion, or in some affiliate or new organization which would be closely 
identified with the Small Business Administration. 

I am wondering if ‘your association would feel that we should force 
this down Mr. Martin’s reluctant throat ? 
~ Mr. Frora. No, sir; we do not. At the time our committee met and 
our association acted, Mr. Martin had not testified before your com- 
mittee and we did discuss in, our committee whether it. would ‘be 
acceptable to the Federal Reserve System, 

Senator’ Ciark. Assuming it is not, where would you put it? 

Mr. Frora; Assuming that it is not, put it,in the Small Business 
Administration. 

Senator CrarK. Senator Proxmire. 

Senator Proxmire. I would like to pursue that question a little bit 
further. 

Putting this under Federal Reserve System would not permit the 
Feéderal Governmnet to save any money.’ There are no people who 
are doing anything like this now in the Federal Reserve, are there? 
It, would have to ‘hire new: personnel ‘and would have to set_up an 
agency which would have general supervision by the Federal Reserve 
and by the Federal Reserve banks. The recommendation here was 
not from the standpoint of économy,-but from the standpoint of 
contaét with the banking industry. Is that correct ? 

Mr. Frora. No:: Not only that, sir, but our thought was that the 
principal duty first would ‘be the chartering of these corporations. 
The Federal Reserve System, of course, is well qualified on that. They 
are well qualified to act as fiscal agent and they have an examining 
force.’ So, we felt that the duties. which the Federal Reserve has 
under such a plan are such that they currently have personnel’ and 
are well qualified to handle it. 

Senator Criark. Could: I ask one more question, Senator? 

Senator Proxmire. Yes. _ 

Senator Crark. Then your thought, Mr. Flora, is there will be no 
need for a great bureaucracy or administrative organization at the 
Federal level to administer this program ? 

Mr. Frors. That’is right. 

Senator CrarKk. I am in 100 percent, accord with you, and I. wish 
sonie of the other witnesses could have heard you. 

Senator Proxmie., Yes. I think putting it under the Federal Re- 
serve is an interesting suggestion. It is my understanding:the original 
bill had the Federal Reserve as the agency to administer this, and 
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the concept which the chairman has been stressing ‘all along in these 
hearings is it should be decentralized and not have to create an agency 
in every State, but we should do it through the same kind of organiza- 
tion we have in the Federal Reserve Sy stem. 

On page 4 of your statement you say: 


These loans should have a maturity of not more than 10 years with renewals 
limited to an additional 10 years. 


In view of the fact that long-term capital.is needed and the Small 
Business Administration now provides, as I understand it, loans for 
10 years, is this not quite stringent? Would it not be more helpful 
to many small businesses to ‘have a period a great deal longer than 
that? If they are going to have long-term capital, should it not 
really mean that ¢ 

Mr. Fora. Credit creates debt, and debt can become a burden to 
small business. It was our feeling for small ‘business a 10-year 
original ‘maturity with the privilege of renewals up to 10 years more, 
was more than adequate. As.a matter of fact, it is my personal view 
from experience that sound businessmen want, to hold their debt 
picture to a minimum because of the interest charges involved. They 
want to be free of debt as soon as possible. 

Senator Proxmire. Does this not put the small businessman at a 
disadvantage with regard to the big businessman in terms of amorti- 
zation payments, because So many big businesses tind it. advantageous 
to borrow much more than for 10 or 20 years ¢ 

Mr. Fiora. In my view you would not have a comparable situation 
between a large corporation and a small business. There is a dif- 
ference in the factors: which are involved. We felt the terms we 
were suggesting were as liberal as. most small businessmen want 
themselves. In other words, most small businessmen would not want 
to borrow for a period of 30 or 40 or 50 years. 

Senator Proxmire: I see. 

Mr. Chairman, that is all. 

I want ‘to thank Mr, Flora very much for his testimony. I want 
to say I am proud; being a Senator from the State of Wisconsin, 
of having.a distinguished: citizen Coming down to testify. 

Mr. Frora. ‘Thank you. Itisa privilege to be here. 

Senator CLark. Senator Capehart. 

Senator CaprnaArt. Is there any more need today for equity capital 
by small business than ‘there was ‘10, 20, 30, 40, 50, 60, 70, 80, 90, 
or 100 years ago? 

Mr. Fora. | regret to say that in our view there is. 

Senator Carenmarr. There is more need / 

Mr, Frora. There is more need caused by the tax situation. 

Senator Capenart. If your answer was “Yes” I was going to ask 
you why is there more need, or why does small business have more 
trouble today getting equity capital than they had 25, 50, or 75 years 
ago. 

Mr. Frora. I think there are two factors involved’in it. First, 
there is a pattern of small business to create and generate their own 


capital through earnings. Obviously tlie tax situation made that 


more difficult. 
Secondly, in years back, when taxes were much lower, there would 
be often.a local. capitalist who would. supply equity « capital, but the 
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tax situation reduces his return in relation’ to the risk, and it-is more 
. difficult to find that kind of money. 

_ Senator Caprrnart. In other words, is it your opinion that the 
Congress could do more to help small business finance their businesses 
by equitable tax laws than they could by this legislation. 

Mr. Frora. I do not feel qualified to comment on that from the 
association’s position. . 

Senator Carpenart. My next question is, Who do-you visualize would 
receive this? What small businesses or categories of small business 
would receive this help ¢ 

Mr. Fora. It would be my personal view that it would largely be in 
the field of manufacturing. 

Senator Capenart. In the field of manufacturing / 

Mr. Fiora, Yes, sir. And, to some extent, mining. I base that 
on the premise that there is such an abundance of capital and credit 
available in the retailing field, for example, that I think there would 
be very little demand from those areas. 

Senator Carpenakt. Would this be capital to start a new business, or 
capital to help a manufacturer who was in trouble, or would it be 
capital to help a manufacturer who was doing well but did not 
have sufficient money to successfully carry on his business ? 

Mr. Frora.. It is my personal view that any adequate program would 
of necessity have to provide for capital for new businesses, if such 
business qualifies. I appreciate that is a very difficult thing and yet, 
on the other hand, experience does show us it can be done. 

For example, there is the experience, under the GI loan bill, of 
veterans who were helped to start in business. 

Senator Cargenart. Do you have such an organization or a State 
organization in Wisconsin ¢ 

Mr. Frora. We do have a State development organization. How- 
ever, it is my view that we do not have it set up on the basis as yet 
where it can do the most effective job. 

Senator Carpenarr. On page 3 you say: 

This program should. be administered by an existing governmental agency. 
The creation of a new agency would be costly and would delay the benefits to be 
derived from any program. The agency designated to carry out this program 
should be the only ageney authorized to furnish small-business financing. 

Does that mean you would eliminate the present Small Business 
Administration and its function ? 

Mr. Flora. That is a very good question, sir, and I must explain 
a bit: 

Our position and our feeling is that there is no need for the Small 
Business Administration as it exists today. 

Senator Carenart. As it exists today ? 

Mr. Frora. As it exists today, to make loans to small business. We 
believe that the private. lenders of the country are adequately meeting 
the short- and the intermediate-credit-term needs of business. There- 
fore, if it should not be deemed advisable to place this program in the 
hands of the Federal Reserve System, we believe it could be placed 
in the Small Business Administration, but we would further be of 
the opinion that their direct lending program to.small business should 
then be tapered off or eliminated, and it should become the financing 
agency for equity capital. 
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Senator Carrnart. In other words, you would eliminate the Small 
Business Administration from the handling of what we normally call 
commercial loans _ 

Mr. Fora. That is correct. 

Senator Carenart. But you would recommend that if the Federal 
Reserve banks do not handle. this new agency we are talking about 
that the Small Business Administration do so and we eliminate its 
commercial aspects ? 

Mr. Fiora. Yes. 

Senator Carenart. But you feel there is no need of the Small 
Business Administration performing the functions’ that it is today? 

Mr. Fora. On the lending operation. Yes. In fairness to the 
Small Business Administration I would like to make this statement: I 
believe the Administrator and the officials have conscientiously and 
effectively carried out their responsibilities as defined by the Senate and 
the Congress. I believe they are doing a sound job. 

In many of the areas such as the field of education and assistance to 
small business, I believe they are being helpful and their work is worth 
while. 

Senator Carpruarr. You say on page 5: 

No Federal funds should be invested in stock, but the use of Federal funds 
should be limited to the making of loans to development corporations formed or 
to be formed with private capital. Purchase of equities in small businesses by 
development corporations should be limited to funds supplied by private sources. 


As a result of that statement, will you tell me just how the mechanics 
of this new organization we are talking about would work, if you are 
going to limit it as you suggest there ‘ 


Mr. Fuora. Yes. I will endeavor to answer your questions as 
directly as possible. 

Our association does not believe that Federal funds should be in- 
vested in the equity shares of small business; and that the Government 
should not start buying into private business. 

Permit me to cite an example that will illustrate this. Le me go 
back to the State of Maine Development Corporation again, which, as 
I said, had $100,000 in their own capital. Let us assume they have 
borrowed $100,000 from the Federal agency in subordinated debt. 

Senator Carenart. Will you yield right there? 

Mr. Fora. Yes. 

Senator CareHarr. $100,000 today, you think, would be of great 
benefit to small business in the State of Maine ? 

Mr. Fora. If you will permit me to finish what I was going to say, 
T think that will answer your question. 

Senator CarpenaArt. Lam sorry. 

Mr. Fora. In the example I was going to cite to show the opera- 
tion, the Maine Development Corporation has $1 million available 
to them in private credit now from banks. Under our proposed plan 
they could Cvaw $100,000 additional in subordinated debt to match 
their capital, and also would have the right to borrow up to $1 
million on.a senior basis from the Federal Government, which would 
double the amount of funds they have to work with. 

Under our proposal, any amount of private money could be in- 
vested by the development corporation ‘in the equities of small busi- 
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ness. However, if you will permit me, I would like to cite a practical 
fact, which enters into that. 

Broadly speaking, our experience has been that the vast majority of 
small-business men do not wish to sell a share in their business. They 
do not wish to dilute ownership and split profits, and they infinitale 
prefer debt’ financing. 

Senator Carenart. They prefer loans. 

Mr. Frora. That is right. . And also that is obviously to their tax 
advantage in financing through debt, as against the sale of securities, 

Senator Carenarr. Yes; but this $1 million they are going to get 
from the Federal Government, while it is loaned to the Maine Credit 
Association, they will in, turn’ use $1 million to furnish equity capital 
to sniall businesses. Is that right ? 

Mr. Fiora. We do not provide for following the funds through. 
Senator Cargizarr. That is what I have been repeatedly sayin 
each ‘day during these hearings. 1, get stumped on the mechanics of 
this and I think what we are talking about and the big thing in- 

volved here is the mechanics of this. 

Mr, Fora. Yes; that isa problem. Frankly, our committee, while 
we have doné some intensive w ork, did not have the time or the Op- 
portunity to follow through on every detail of operation that we 
propose. The general feeling was simply this: If the Federal funds 
were matched by local funds, that that in itself would discipline the 
action of the development corporation so it would be conducted on a 
sound basis. 

Senator Carenart. But you still have Federal funds for purchasing 
equities indirectly ? 

Mr. Fuora. Yes, sir; you do. 

“Senator Carenart. Is there a single State in the United States 
where, if they wanted to, the State legislature, through’ their own 
moneys and taxations, could not handle this whole problem and then 
be free to move and compete with each other; that is, one State 
compete with others? 

Mr. Fiora. I do not feel qualified to answer that. 

_ Senator Carruart. Do you feel qualified to answer with. respect to 
Wisconsin ¢ 

Mr. Frora. Yes. Generally speaking, to the best of my knowledge 
appropriate legislation could be passed by the States which would 
give any degree of authority, limited, of course, by the State con- 
stitution. 

Senator Carrnart. In other words, everybody says now in dis- 
cussing this legislation that they do not want Feder ‘al money to be 
invested or loaned if it is going to be used to entice a business from 
one State into another State. Others say that they do not want this 
if it will compete. with existing businesses which are paying taxes. 

I certainly subscribe to both of those theories, but I cannot quite 
figure out how it will work mechanically if that is what we are trying 
to do. 

Mr. Friora. The best answer I can give you to that, sir, is that our 
committee considered it, and we felt that it would not be a practical 
problem for the reason that a vast majority of small-business men 
will not want to. sell:shares. In fact, my personal experience has 
been that I would say 99 percent of ‘small-business men requiring 
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capital have wanted it in the form of loans, rather than in the sale 
of equity. So we felt from a practical point of view, while you had 
to put it in and provide for it, it would not prove to be a problem. 

Senator Carenarr. The Small Business Administration is like the 
old RFC. The primary purpose of that, of course, was to help 
small businesses in trouble.. That is really what the Small Business 
Administration is—to help businesses in trouble that cannot be helped 
or cannot get, the money from any other source. Under the Small 
Business Administration Act they cannot loan money to a small busi- 
ness if they can get it from a bank or any other source. Of course, 
this is an entirely different situation than that we are talking about. 
The purpose of this legislation is to ¢reate new business rather than 
to help existing businesses out of trouble. 

I wish somebody would help us on the mechanics of how this will 
operate if we w ant to do the things that I think we all want to do. 

You say on page 7: 

In making the foregoing specific recommendations, the association has borne . 
in mind three primary factors: 

(1) That there is real need at this time to stimulate the availability. of 
capital funds to small business. 

Yet you say they prefer to-borrow, and you say the reason there is 
more need for this at the moment is because of Federal taxation. 
You go on to say: 

(2) That the taxpayers’ money should be used for such purpose to the least 
extent possible * * *. 

There again I get back to.the mechanics of how are we to do it. 

Mr. Frora. Let us get back to the mechanics. I believe it is a 
reasonable assumption that the vast majority of small-business men 
requiring additional capital will want it in the form. of debt.  How- 
ever, the development corporation obviously should proceed on a sound 
basis and:try to make the development corporation successful. In 
many cases they might wish to purchase convertible debentures. 

So while technically it would be in the form of a debt, if the 
business were successful the development corporation would have the 
right to acquire equity shares and benefit from the success of the 
business and that, of course, would help to offset the losses which 
would be incurred in the businesses which were not successful when 
the loss was taken. 

Senator Carenart. Would a better plan be to help small business 
in the way you are talking about and the rest of us are interested in, 
to pass a law or change the laws permitting commercial banks. under 
certain restrictions and under certain conditions to set up a small- 
business division within the bank, with proper safeguards, to handle 
this matter ? 

Mr. Fiora. It is our opinion that equity financing should not’ be 
supplied by the commercial banks of the Nation with depositors’ 
funds. 

Senator Carenartr. Let me ask you this then: Why should it be 
supplied by taxpayers’ funds ? 

Mr. Frora. Our committee, in considering this proposed legisla- 
tion, tried to be realistic and make recommendations that we felt were 
constructive 1 and helpful. If we were enumerating factors and prin- 
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oo that we simply believe in and would like to see a certain set 
deren that is an entirely different. matter. 

Senator Carenarr. I rather thought I read between the lines with 
respect to your statement. 


Mr. Fora. In other words, sir, we want to be as helpful as we can, 


and we have tempered our thinking to try to adjust it to your problem, 
While it is not our primary responsibility to supply equity funds, 
we want to be as helpful as sound banking ‘principles, and our prin- 
ciples, permits us to. 

Senator Sparkman. Will the Senator yield there? 

Senator Capenart. Yes; I yield. 

Senator SparKMAN. It seems to me that there is a real difference 
in the two things that the Senator brings up, that. is, the taxpayers’ 
money and the deposits that banks have from their depositors. Of 
course, we want the Federal Government using the taxpayers’ money 
to remain solvent, but it is not required to remain in a condition. where 
it has to liquidate deposits and a able to pay off moneys which are 
on deposit, whereas the banks are required to do that. 

Mr. Frora, That is right. 

Senator SparKMAN. I think by the very nature of the setup it is 
necessary for them to handle short-term loans in order to remain as 
nearly liquid as possible. Is that not the real distinction ? 

Mr. Frora. Yes, sir. 

Senator Carenart. I often thought we might be able, with proper 
safeguards, and I want to put the emphasis onthe word “proper,” to 
find some method wher eby small banks would loan money to small 
businesses and be permitted under the laws to set aside a larger 
resei've to’ absorb losses they would naturally have. They would have 
more losses than they do under their present loan sy stem. 

Senator SparkMAN. May I recall to the attention of my good friend 
that for several years I have had pending a bill which would permit 

local banks to lend to small businesses under an insurance plan. It 
was originally recommended, by the way, by the Federal Reserve 
Board, but we have not been able to get very far with it. 

Senator Carenart. I like that plan much better than the one we are 
working on today. 

Senator SparKMAN. They are different. That is for short-term 
needs, operating funds,.and so forth, whereas this is for capita] funds. 
Personally I would like to make another point, if the Senator will 
permit me. 

There has been a good bit in his questioning about the acquiring of 
capital stock. I do not believe it was ever the intention of those who 
sponsored this legislation that that should necessarily be the pattern. 
The use of the word “capital” is to distinguish it as being an invest- 
ment in capital goods, and plant expansion, new buildings, or ex- 
tension of the present buildings, and purchase of equipment. Those 
things are capital goods and ordinarily would be paid off over a long 
period of time. I think that is the real meaning of the use of the 
word “capital” throughout this legislation, rather than the acquisition 
of capital in the individual companies. 

Senator CarenArt. I want to say in all fairness I am sure it was 
never the intention of the sponsors that it should be, but the bill 
worries me from the standpoint of the mechanics as to how you will 
keep it from being that. 
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Senator Ciark. Senator, I will not exclude the acquisition of capital, 
the pledging of capital stock as collateral, or any use, but it seems 
to me that the loans would be made just like loans are usually made. 
The setup would be for the Federal Government’s participation to 
make the loans to the investment company, and the investment com- 

any in turn would make the loans to the small businesses, ‘They 
ave their own setup and there may be as many different plans as 
there are investment companies, but certainly they would look to 
taking adequate security for the loan, whatever it might be. The 
mechanics would depend wholly on the particular situation. 

Senator Carenart. Let me say this: The thing that concern me is 
the mechanics of this, because here you talk about equity capital. 
That is the title in most of the bills. Now “equity” means just what 
itsays. It means a share in the management and a share in the losses 
and profits. 

Senator SparkMAN. No; I do not think that that is the meaning of 
the term as used in this legislation at all. I think it will be what I 
said a few moments ago—capital investment. 

Senator CareHart. Will the Senator yield. 

Senator SparKMAN. You have the floor. 

Senator Carenart. If you do not furnish equity capital, then you do 
not help anybody. 

Senator SparkMan. You can furnish equity capital, but you do not 
have to take ownership in the company in order to do it. 

Senator Carenart. Then it becomes a loan. 

Senator SparKMAN. Surely, and you can furnish equity capital 
under a loan as I see it. Under my interpretation it is funds needed 
for the purpose of making capital investments. 

Senator CarrHart. In other words, I think we have to be very, very 
careful that we do not establish a precedent here of putting the Fed- 
eral Government into private business and participating in equity 
with private businesses.. There might be no end to that. 

Senator Sparkman..I do not think that is the purpose of the pro- 
posed legislation at all. 

Senator Careuart. I am inclined to agree with you. I do not think 
that was the intention of the sponsors of any of these bills, and I think 
they were all pretty much site, But what'I am concerned about is 
that that will be the end result of it. I cannot see how the mechanics 
of it would work otherwise. 

Senator Ciark. I wonder if we can move ahead a little bit.so that 
we can let this witness go? Wedo have anothér witness and some 
of the other Senators would like to ask questions of Mr. Flora. 

Are you finished, Senator ¢ 

Senator Carenart. I think I have asked all of:the questions that I 
have. 

Senator Crark. Senator Sparkman. 

Senator SparkMAN. I will not ask any questions, but I will add this 

int: Asa matter of fact, under the operations of the RFC, while the 
RFC did in some instances take'a certain amount of preferred stock 
in order to give them a say-so in the control of.the businesses to which 
they made a loan, they did not make a practice of.taking capital in the 
companies, and it did not become predominant at all: It was simply 
one means of securing loans. 
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Senator Carpuarr. Senator, I agree’with you there, but again the 
RFC was organized to help people i in trouble—and it did. The Small 
Business Administration primarily as a result of the way we wrote 
the law, in which we say that it cannot loan money to anybody except 
on the basis that they cannot get it from any place else—that means 
they are in trouble and-cannot get out of jt alone—under those circum- 
stances the Small Business Administration can help. 

Here is an entirely different situation in that we are going out 
now and’ saying .to the small business of the United States, we are 
setting up a bank, or an agency, or whatever it is, to furnish you 
working capital, equity capital, or however you care to describe it: 

I am: not so sure we know yet how to do it, and how to write the 
mechanics of it so that it will be operated and avoid the very thing 
we are all talking about. 

Senator Sparkman. I am sure we do not know it to the point of 
perfection, but we will have, by trial and error, to learn to operate it. 

Senator Capenart. That 1 ig why I would sort of lean to two plans 
maybe, above these. One is. your plan of guaranties, and the other 
1s thaybe to extend the.Small, Business Administration Act, in spite 
of the fact that the. witness does, not like the Small Business Admin- 
istration, and permit them to make longer loans, rather than to have 
this sort of an arrangement. 

Senator Crark. Needless to say, I do not want to curtail the con- 
versation across the table of my very much senior colleagues, but 
we have one more witness this morning and I wonder if we could 
perhaps indulge ourselves in this kind of conversation when we do 
not have witnesses waiting to be heard. I have some questions I 
would like to ask. 

Senator Roperrson. I .have 2 or 3 questions, and then I have to go 
to another appointment. 

Senator CiarK: I was going to ask the Senator from Virginia if he 
wished to question. 

Senator Rozerrson. I want to commend the manner in which the 
American Bankers Association has been operating in recent years. It 
has shown a commendable interest in the general field of economics, 
rather than merely the particular field of banking. Of course, the 
association was very helpful to this committee when we were trying to 
codify the banking laws. But the testimony here today illustrate’ 
the point I am trying to make, which is that the American Bankers 
Association now recognizes that the economy has become a rather 
complex thing and we , just cannot confine yourself to one segment of 
it and say we are doing a complete job. 

I agree that it would be preferable if we would furnish what is 
called equity capital and that we should do it through an existing 
agency rather than creating a new one. Whenever we create a new 
one we have a situation like that which existed down in Georgia, 
when Herman Talmadge’s father was Governor. An old colored man 
was hanging around the ‘apitol for 2 or 3 months, and he finally 

gave him a job. A month later he saw him hanging around and he 

said, “John, didn’t I give you a job?” And he said, “Yes, sir, boss; 
but f ain’t got nobody under me.’ 

You cannot have any Feder a bureau for very long without their 
trying to get some more people under them. So we had better not 
start any new ones unless we cannot help it. 
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There has been a little discussion here as to the meaning of equity 
capital. 1 know what I mean when I try to distinguish | between a 
man’s trading in the stock exchange and in bonds. “T would say he 
was in the equity market and he was dealing in stocks that we call 
representative of an equity, as our friend from Indiana says, in all of 
the operations of. the business. He owns technically a part of the 
assets, and he is entitled to some little voice to the extent of his shares 
of stock in management, as far as the stock goes, and his share of the 
property. That is equity. He is on the dealings. 

What do you have in mind when you refer to the needs of small busi- 
ness for equity capital? What does that equity mean ? 

Mr. Fiora. I will try to clarify it, sir. We have the short-term 
credit needs, which I am sure we certainly will agree are not capital. 
Those needs are being well supplied. We have the intermediate-term 
credit needs, which are loans probably up to a maturity of 5 years. 

It is our opinion those credit, needs are being adequately met. 
There is probably some area in the intermediate-term: credits, that 
might be considered capital. 

Then it would be our opinion loans beyond that in maturity actually 
in many cases constitute capital. For various reasons which I have 
mentioned, borrowers prefer to secure capital through loans, rather 
than sell shares. When we are in the long-term “field, generally 
speaking, I would say that is equity capital, but supplied through the 
medium of loans rather than the actual sale of shares in the business. 

Senator Rogertson. And it is the recommendation of the American 
Bankers Association that this type of equity capital be furnished 
through the Federal Reserve Board to just State corporations and 
private corporation; or what kinds of units? 

Mr. Fora. State and local credit development. corporations to be 
chartered either under the State, or temporarily under Federal law. 

Senator Ropertson. And what security would the Federal Reserve 
System get ? 

Mr. Fiona. The Federal Reserve System would make the loans 
unsecured. 

Senator Roserrson. Make the loans what? 

Mr. Frora. On an mre basis.. I might say further, so that 
my testimony will be more clear, that while it is not in the statement, 
our association feels this is an icin We do not, know how it 
will work. And we have recommended that the maximum amount of 
investment in the equity of development corporations be the $2714 
million which is currently held under section 13b. 

Senator Roserrson. So that if that is lost it is just profits that 
have been lost ? 

Mr. Frora. That is right. 

Senator Ronerrson. Of course, the Senator from Indiana tried to 
get you committed on whether you really endorsed the fundamental 
principles of the law. We have gone so far beyond the fundamental 
principles involved, and the ¢ ourt has said, “We are not going to hear 
you on the principles involved,” so it is really a waste of time ‘to argue 
about the principles involved. The court has made the statement 
that Congress for the general welfare can spend the general tax- 
payers’ money any way it pleases. 

Even in this bill we have up before the Senate today where they 
are going to regulate union welfare funds, I was surprised to see 
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that they stuck in there, “for the general welfare.” That is one of 
the authorities of Congress—to regulate union welfare funds. All we 
have to do is either put it in the bill or at least say so several times 
on the floor, as the legislative intent, you know, and we can do pretty 
much. what we please when it comes to money. 

As was pointed out, we had an experiment during the depression, 
with the RFC. I would say when they financed Henry Kaiser in 
building a steel mill at’ Fontana that that was not equity because he 
did not have a thing there except that he had perfected what he was 
going to do; and RFC put up the ‘money for it. We took a chance 
on Henry Kaiser making good. If we had put it in his automobile 
plant, it would not have come out quite so well. 

We have the precedent of tlhe Government going into all sorts of 
things, and Congress even passed a law, and I believe it was Senator 
Sparkman’s bill in 1946, when Congress assumed the responsibility 
for full employment. If you haven’t a job, come and see Uncle Sam 
and we will see what can be done about it. 

I am not inquiring about your personal views,.or the views of.the 
American Bankers Association in regard to the fundamental principle 
involved, but I am more interested in your trying to give us practical 
suggestions. You feel we are going to do something to make equity 
capital available to small business and you are going to give. what they 
say amounts to general relief in that program. You say it should be 
by some existing agency, and do not take any stock in the venture; 
do not become a joint owner or operator arid, preferably let the 
Federal Reserve Board start out with it using their profits from see- 
tion 13b, and see how it comes out before we go into it on the $220 
million -schedule. 

Thank you, Mr.,Chairman. 

Senator Ciark. Thank you very much, Senator. Does Senator 
Fulbright desire to ask any quéstions? 

Senator Fursricut. I would like to commend this witness for hav- 
ing an open mind on this subject.. Iam sorry I did not hear him make 
his initial statement, but I have looked at his prepared text and I think 
it shows:a cooperative attitude on the part of the American Bankers 
Association, which I-am delighted to see them take. A helpful attitude 
in trying to meet this gap in our.credit, structure which the Federal 
Reserve agrees exists. 

T have thought, and T am not the only one, that this is very much 
the same gap.that the RFC. was filling in its latter days. It started 
out as a relief organization for distressed business and dealt only with 
businesses in real distress.. But in its latter days it dealt with busi- 
nesses which were not in serious distress, but in areas where there was 
a particular lack of capital. 

You asked a question a moment ago about the situation in Wiscon- 
sin.and the availability of adequate capital, and what the State can 
do. I do not know about Wisconsin, but I am positive in Arkansas 
the State is straining its credit to the utmost and we cannot meet this 
need. We have a great deficiency in. the available credit to the busi- 
ness already there. It is not a question of distressed businesses, but 
simply that existing, profitable businesses have no available capital 
credit resources they can tap. They are not large enough to go to Wall 
Street and are too large for local communities. There is a gap there 
that has been there all along. 
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In those areas, where you get into the range of $100,000 and $200,000, 
they are hardly large enough to interest Wall Street but are too large 
for a local institution. Our largest institution has resources under 
$100 million. I think they only have about $64 million, and cannot 
handle anything of this size. 

So, I welcome your assistance in working out the mechanics of this 
legislation. . I would like to say I have always felt that the RFC did 
a good job for business in these underdeveloped States. I do not see 
any legitimate objection to having an. independent organization start 
this and get it underway, looking to the time when it succeeds, and I 
believe it will, when this will gradually become wholly independently 
owned, or privately owned. 

As a matter-of fact, the FDIC is owned by the banks now except 
for the contingent. liability and call on the Treasury. The banks put 
inall of the capital. I would like to think of the time when this would 
bé that way. I do not think we can do it within the Small Business 
Administration. I wonder whether or not you want to perpetuate 
the Small Business Administration, which, in a sense, is really com- 
petitive in its short-term lending with you, whereas this capital bank 
would not be competitive. 

I wonder if you would not on mature consideration agree that this 
ought to be.a separate organization somewhat like the RFC, with the 
idea it will be taken over and owned completely by the various de- 
velopment organizations which, as: they accumulate earnings—which 
I expect them to do—would gradually supplant any Federal capital. 
I would hope you would come arowid to supporting that. 

We have already had the Federal Reserve say they do not waut to 
do it and I doubt if we can make them do it. So I hope we do not fall 
out over this organizational matter. 

Mr. Frora. Senator, I believe I explained that before you came in. 

Senator Futsricnt. Then do not repeat. it. I was looking at your 
written statement. 

Mr. Fiora. You expressed our position correctly. ‘We believe there 
is no need for SBA as an agency to supply credit. We have sug- 
gested that the Federal Reserve be used, and I made the statement 
that if the Federal Reserve was not available, that SBA was the exist- 
ing agency which we felt should be used; but we believe that their 
lending activity in the fields where the need is already being met 
should be discontinued and they should limit their activity to the 
furnishing of so-called equity capital. 

Senator Futpricnut. I do not want to leave the impression I think 
SBA is not needed. I think SBA is serving a good purpose. I think 
we need SBA; we need something in this field. The great metropol- 
itan areas do not. I agree with that. Until we can ‘get a capital 
bank of this nature going I would not want to see the Small Business 
Administration in any way restricted. Whether or not it can then be 
dispensed with is another matter. 

Mr. Frora. It would be my personal: view that. SBA is:actually 
trying to supply equity financing now: under a framework of law 
which did not contemplate it. 

Senator Fursricnt. Because there is a great need, and. there is 
always a tendency to overstep the bounds a little.. I think the better 
way to meet it is to create an agency and give it the opportunity to 
meet the equity capital need that the Federal Reserve and everybody 
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agrees exists, and then look to the time when the Small Business Ad- 
ministration might be merged or liquidated. 

That is another matter and I would not want to commit myself on 
that until I see this in heing. Anyway, I think the American Bankers 
Association has been very helpful. 

Mr. Fiora. Thank you, Senator. 

Senator Ciark. Does the Senator have any further questions ¢ 

Senator Futsrieut. No. 

Senator Ciark. I have a few questions I would like to ask you and, 
if it is agreeable to you, I would like to ask Mr. Rudolph L. Weissman, 
who is going to be the next witness, a few questions also and I w onder 
if he would come forward and sit at the table here so that we can have 
a little across-the-board discussion. Would you come forward, Mr, 
Weissman? Ido not know whether or not you know Mr. Flora. Mr. 
Weissman, Mr. Flora. 

Senator Proxmire. Would it be proper for me to make a brief com- 
ment on Mr. Flora’s testimony at this point ? 

Senator Ciark. Certainly. 

Senator Proxmire. I would like especially to commend Mr. Flora 
as vice president of the First Wisconsin National Bank in Milwaukee 
and chairman of this very important commission of the American 
Bankers Association, for his constructive attitude toward this legis- 
lation. Particularly in view of the fact that the Milwaukee Journal, 
as you know, denounced this legislation as socialistic and attacked it 
quite vehemently. I think the fact that you speak out as you have in 
favor of some constructive effort along these lines indicates you and 
the bank you represent, and the American Bankers Association, cer- 
tainly have open minds and are willing to look at these things on the 
basis of their merits and not on'the basis of slogans. 

Mr. Frora. Thank you, Senator. 

Senator Ciark. Mr. Flora, in your statement you refer to this Fed- 
eral Reserve study, and I certainly agree with you it is helpful and 
it is also very voluminous. Have you had a chance to read it yourself? 

Mr. Fora. I was apprehensive that that question might be asked. 
I believe it was printed for your committee on April 11. I read por- 
tions of it and [ read the summary. I accept Chairman Martin’s 
summation of it. 

Senator Crark. Let me share your guilt because that is all I have 
done. But have you read enough of it to recognize the phrase, “the 
Macmillan gap” ? 

Mr. Frora. No,sir: 

Senator CLark. The Macmillan gap, as I understand it, is a sort of 

tag that was put on the gap in long-term credit and equity financing 
for small business in E ngland. 

Mr. Fora. Oh, yes. 

Senator Ciark. Some 15 or 20 years ago when the Prime Minister 
of England was the chairman of -a committee that looked into this 
that name was applied to it. It appears that he found what I think 
this committee is tending to find, namely, that there has been, as Sen- 
ator Capehart would say, for over 100 years, and there still is today, 
a gap in the ability of small- and middle-sized business to get long- 
term credit and equity financing. 


— — «Fr. - 
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I raise that question because Mr. Weissman, who is an economist 
and is associated with W. E. Hutton & Co., investment. bankers, is 
making some suggestions along these lines and I thought it would be 
very helpful if we had an economist for an investment banker discuss 
with you, as a commercial banker, the extent of this gap and what if 

thing should be done to fill it. Perhaps I would ask you first to 

tall us what you mean by intermediate credit, so that we can be sure 
our semantics are together. 

Mr. Frora. To simplify it I would say a maturity of 2 to 5 years. 

Senator Ciark. So let us confine our discussion to what if anything 
needs to be done to make available to small business credit, and by 
that I mean loans—and equity, and by that 1 mean stock—for the 
purpose of assisting them to acquire capital equipment, and to expand 
their business on a basis by which they will not have to pay it back 
in 5 years or less. 

Mr. Fora. Yes, sir. 

Senator Ciark. I think you would agree, would you not, Mr. Flora, 
that small business needs not only long- term credit but there must 
be many instances in which it needs equity capital as I have defined 
it, also ? 

Mr. Fiora. Yes. 

Senator Crark. So our problem is how we are going to arrange 
to get it for small business. I would just make the observation that 
I suspect you gentlemen both agree that what we might call the 
American equivalent of the Macmillan gap is an unfortunate thing 
in our economy. It is destructive of the free operations of our free 
enterprise system. Our efforts to fill it have nothing to do with so- 
cialism. Ail we are trying to do is make our free enterprise system 
work more effectively, and it may require the intervention of the 
Federal Government either temporarily or permanently to achiéve 
that end. 

You have indicated you think that the intervention. of ‘the Federal 
Government could be temporary and, of course, if it can, so much 
the better, because the Federal Government should get into this 
only as a last resort. But I wonder whether you, as a commercial 
banker and you, Mr. Weissman, as an.investment banker, really feel 
this gap is something which can be blocked up with temporary Fed- 
eral assistance and from there on in private capital can take over 
and the Federal Government can get out. 

My feeling is this is a continuing situation which is. inherent in 
our economy and that there is going “to have to be for the foreseeable 
future some type of Federal assistance in filling this gap. I would 
like to have your comment on it and then Mr. Weissman, if he 
will, can comment on your comment. 

Mr. Frora. It is our belief that every possible step should be 
taken to put it on a temporary basis and for the Federal Govern- 
ment to get out as soon as possible. 

Senator Crark. I understand that, but I am wondering whether 
in-your wide experience as a businessman you think prive ate ¢ apital 
is going to be available permanently if. you just get a shot‘in the 
arm to start it off. Will the horse keép running or is he going to 
die in the backstretch when.the adrenalin runs out. 

Mr. Frora. To answer your question I will have to express a per- 
sonal opinion to some extent. I believe in furnishing capital to 
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the credit development corporations, that many large businesses under 
proper conditions and the proper procedure will be willing to bu 
stock. Furthermore, such advantages for loss reserves which actually 
provide some tax advantages to the development corporations, give 
them an advantage in thus providing for losses in this hazardous 
field. 

From experience of the interest that a great many people have 
of the need to solve this problem of small business throughout the 
country, and the growing recession, I would be optimistic that there 
is a reasonable possibility that it can be done eventually with pri- 
vate capital. 

Senator Crark. You would agree, would you not, that if we are 
going to do it, it has to be based-on a perfectly proper acquisitive 
instinct with the hope of profit. 

Mr. Frora.: That is right. 

Senator Cuark. This cannot be a pro bono publico thing. 

Mr. Frora. It would fail eventually. 

Senator Crark. Yes. What kind of individual corporation do you 
foresee as investing in these development corporations and thus mak- 
ing funds available for individual small businesses? Do you think 
they will be the risk takers and the fellows who are hoping to make 
a substantial profit and already have a lot of money available for 
investment? Is not that all going to go into the stock market where 
they. have an opportunity to get out when they want to, whereas 
here they are stuck with thé investment for an unforeseeable time? 

Mr. Frora. In the initial stages it would be my opinion the funds 
would come from individuals and corporations who felt they were 
rendering a public service, and there would be a general benefit. 

Senator Ciark. That would be pro bono publico. 

Mr. Frora. Yes. Then as such development credit corporations 
became successful and had a proved record of earnings, I think it is 
quite possible they would attract investors who would make the in- 
vestment from the standpoint of return. 

Senator Crark. Do you think, Mr. Flora, if this legislation au- 
thorized members of the Federal Reserve System to invest in the 
stock of ‘these development corporations, that much if any such in- 
vestment would: be forthcoming? 

Mr. Frora. I think the best. way to answer that question is, we 
do not believe there should be an investment: in. the stock... We be- 
lieve that the equity capital from a practical standpoint should be 
furnished by the Federal agency on the basis of subordinated debt. 

Senator Crark.-We are not talking about Federal capital now. 

Mr. Frora. Pardon me. 

Senator CrarKk. I am talking about the private investor in the 
development corporation. As I understood your testimony TI think 
you advocated legislation which would make it possible for com- 
mercial banks to take an interest in, the securities of these investment 
companies. 

Mr. Frora. Yes, sir. 

Senator Crark. For example, would your bank be interested in 
doing that if legislation permitted it? 

Mr. Frora. We had a great: deal of discussion on that in our com- 
mittee and visited with a great many bankers. ‘Obviously it is our 
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opinion that there should be limitation, and this is a personal opinion, 
of perhaps 1 to 3 percent of the capital and surplus. We believe 
many banks would invest, but we believe that would invest on the 
basis of it being a proper and constructive thing for them to do. 

Senator Crark. And not because they expected to make a lot of 
money out of it. 

Mr. Frora. Right. 

Senator Crark. Mr. Weissman, would you like to comment on 
the last colloquy ? 


STATEMENT OF RUDOLPH L. WEISSMAN, ECONOMIST AND SENIOR 
SECURITY ANALYST, RESEARCH DEPARTMENT, W. E. HUTTON 
& CO... NEW YORK, N. Y. 


Mr. Writssman. You have raised a very broad question. I think 
part of the answer is contained in this prepared statement of my 
testimony. I think: my viewpoint is probably a bit different than 
Mr. Flora’s. I believe we need a permanent organization or ‘setup 
to- provide mainly equity capital.:for small and medium-sized 
businesses. 

Senator Crark. Do you -think this can be done ‘on a, sort of one- 
shot stimulating basis ¢ 

Mr. Weissman. No. I think.it has been a long-existing defect in 
our financial structure and I think that we need a type of organization 
which starts with the premise that there is a need and a permanent 
need to fill this gap. 

Senator Crark. You refer in your testimony with approval to the 
Industrial and Commercial Finance Corp., Ltd., known as ICFC, 
in England. . Mr. Flora, are you familiar with that association ? 

Mr. Frora. No, sir. 

Senator Ciark. Would you think that the British pattern would be 
worth the careful study of this committee ? 

Mr. Weissman. I think it would-be very much worth careful study. 
The British are pretty conservative as bankers. This organization 
was created in 1945, partly as a result of the studies that were made 
some years prior to that by a parliamentary, committee, in which 
reference was made to this so-called Macmillan gap. 

I do not think there is any basic difference between our financial 
structure and Britain’s in that respect, so that what has been done suc- 
cessfully there could not be done. perhaps with some adaptations in 
this country. 

Senator Crark. Getting back. to you, Mr. Flora, have you had an 
opportunity to study either S. 3651 or S. 3643? .S, 3643 has been 
described as the administration bill, although I think in justice to the 
administration we will have to say its support for it is. somewhat 
tangential. Nevertheless, the Government witnesses have said they. 
favored S. 3643. .S. 3651 is a bill prepared initially by the staff of this 
committee and sponsored by a good many Senators, mostly but not 
exclusively on the Democratic side of the aisle, and at the moment 
it does appear our deliberations within the committee have progressed 
to the point where it looks as though those two- bills, or some combina- 
tion of them, will be the end product which will come out of here, if 
anything does. 
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Have you had a chance to study those bills? 

Mr. Fiora. Yes, sir; I have. 

Senator Crarx. Can you give us your thinking as to whether you 
support either or both of them in. whole or in part, and what are the 
things you would like to raise a red flag on so far as the committee 
is concerned ¢ 

Mr. Fora. I can most precisely answer-your question in this man- 
ner. S. 3643 comes the closest to following the principles we believe in, 
S. 3651, among all of the other bills, the various bills before your com- 
mittee, is the next closest. There are, of course, features.in both bills 
on W hich we differ, but in substance the principles and the method of 
opel ration outlined in S. 3643 would concur with our thinking. 

Senator CrarK. Do you see anything in S, 3651 which causes you 
substantial alarm? * Let me say this: ‘Tf you prefer to. file a written 
statement about it later that will be entirely agreeuble. with me: 

Mr. Fiora. I believe under the’ circumstances: and our’ associa- 
tion’s position, I would prefer to file a written statement later. 

Senator Crark. It will be miost helpful to the committee if you 
will give us a memorandum commenting on the provisions of both 
bills and, if you can, point out the portions which you favor and which 
you oppose, and per haps. with respect to those you oppose an alternate 
suggestion. 

Mr. Fora. I would certainly be very happy to prepare a state- 
ment consistent with the position of our: association. 

Senator Crark. May I say we do not often impose this kind of 
burden on witnesses heré, but I think every member of this committee 
was very much impressed not only by your sincerity but your in- 
telligence, and I kriow what. you will give'us will be a very real help. 

Mr. Fiora. We want to be as helpful as we van. 

(The information requested follows :) 

THE AMERICAN. BANKERS ‘ASSOCIATION, 
Washington, D.C. May 2, 1958. 
Hon. J. 8. CLarK, 


Subcommittee on Small Business ‘of the Senate Banking and Ourrency 
Committee, United States Senate,.Washington, D..C. 

DEAR SENATOR CLARK: Mr: Carl M. Flora has asked me to send you the en- 
closed memorandum giving the views of the association on S. 3643 and. S. 3651 
which was prepared in response to your request at the hearing before your sub- 
committee on Friday, April.25. Mr. Flora hopes that this memorandum will be 
helpful to you. 

If Mr. Flora or the association can be of any ‘additional assistance to you or 
your committee, we would be pleased if you would let us know. 

Sincerely yours, 
CHARLES R. MCNEILL. 


Enclosure. 
MEMORANDUM ON S8. 3648 AND S. 3651 


In accordance with the request of the chairman of the subcommittee on 
Small Business of the: Senate Committee on Banking and Currency, this memo- 
randum gives my views as chairman of the small business credit commission 
of the American Bankers Association on the provisions of S. 3643 and S. 3651. 


8. °3643 
Title I 
We are in accord with the general expressions contained in the declaration of 
policy and. statement of purpose except that we would consider it. preferably to 
indicate that the present legislation is designed to furnish a temporary addi- 
tional ‘source of equity capital. 
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Agreement is expressed with giving the administrative authority to an existing 
agency although we believe the Federal Reserve, System is best qualified to 
administer this program. 


Title II 

We are in-accord with the approach taken in title II that additional funds 
should be made available to the administering authority by way of appropriation 
rather than by borrowing through public, debt trinmsactions. ‘However, if the 
Small Business Administration is'to be the administering agency, we, would 
‘recommend that this section be amended to provide for the termination within 
a reasonable time of the present short and intermediate term lending operations 
of the Small Business Administration so that its lending activities would be 
confined to the field of furnishing equity capital and long-term loan capital. 


Title II] . 

We specifically approve the sections which prohibit financial assistance which 
will cause relocation of existing facilities and which limit, loans to identifiable 
small businesses for sound business purposes, and to $250,000 for eacli such 
small-business concern. : We alSo approve.the general authority given to the Ad- 
ministrator to establish criteria and the provision for the limitation of loans to a 
10-year period with the possibility of a 10-year renewal. We believe it is de- 
sirable that the rate of interest should be‘left to administrative determination. 
However, if the interest rate is to be established by legishation, we believe the 
rate should. be equal to the prevailing rate on long-term Government borrowings, 
plus a premium of 1 percent to the extent the premium is earned. 


Title 1V 

The.comments made to title III are generally applicable to title IV. In’ addi- 
tion, it should ‘be noted that we vigorously endorse the principle that loans of 
Federal funds’ to each State development. credit ‘corporation should be limited 
to the amount borrowed by the credit development corporation from other sources. 


Title V 

Certain provisions of title V authorize the creation. of permanent small-business, 
investment associations. .It is our opinion this.is not the most effective method 
of achieving the desired objective. We recommend in lieu of that provision that 
the law provide for the.temporary Federal chartering of additional development 
credit corporations which shall have a, life of a specified number of years, (we 
suggest three) to give the States an opportunity, to, pass laws which would permit 
‘the continuation of such corporations under State charters: In our view the 
present system of State and private development corporations should be en- 
couraged to develop and expand. 


Title VI 
The comments on title V. are equally applicable to title VI. 


Title VII 

The association has taken no position on the need for exemptions from the 
Securities and Investment Company Acts. 
Title VIII 

We. agree that Federal legislation in this field should provide special tax in- 
centives to stimulate the flow of private funds in this area. We doubt whether 
the ordinary loss deductions for losses and the 100 percent deduction for divi- 
dends received would be a sufficient tax incentive. Our statement to your com- 
mittee contains specific recommendations for the establishment of spetial loss 
reserves to stimulate such a flow of private funds. 


Title IX 


We agree that section 13b of the Federal Reserve Act should be repehled but 
recommend that the funds held under that section be made available to the 
Administrator of this program for use as a revolving loan fund for subordinated 
loans to be: made to development corporations. These funds would thereby be 
used to increase’ the equity capital of the investment development corporations. 


8S. 3651 
Title. I 


We suggest that the statement of policy indicate that the purpose of the bill is 
toestablish a temporary program to stimulate and supplement the flow of private 
equity capital and long-term loan funds. 
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We recommend that the authority. to administer this program be given to ap 
existing agency rather than to a new agency as defined in section 103. 


Title II 

If administration of the program is left to an existing agency, we believe there 
would be to superimpose: another coordinating policy board such as is provided 
for under this title. -The functions, of the board should be undertaken by the 
administering agency. 
Title III 


.As‘stated above, it is our view that it would be undesirable to create a new 
Federal agency to administer: this program. ‘ The process of creating a new 


administration, staffing it both in Washington and in thé field with personnel’ 


necessary to take care of: the housekeeping functions such as budget, accounts, 
personnel, and civil-service requirements, in addition to the substantive functions 
of thé new agency, would undoubtedly be expensive, wasteful of time, and would 
delay the realization of benefits from the program. The designation of an 
existing agency would eliminate the need for sections 301 through 304. 

We believe it would be preferable to finance any new program of this character 
through appropriation rather than by public debt transactions with the one 
exception that we recommend the use of present 13b funds. 

Title IV: 

In line with our view that the program to stimulate the supply of equity 
capital and long-term loan funds to small business should be experimental and 
formulated in such a way that it can be absorbed by private enterprise as soon 
as possible, we believe it-would be unwise to establish an elaborate framework 
‘of new institutions such as the small business investment companies provided 
for in. this title. In our view the existing facilities of either the Federal Reserve 
Board or the .Small Business: Administration and the existing State. develop- 
ment corporations should be used for these purposes.supplemented only by such 
temporary ‘Federal development corporations as are needed until other States 
have had an opportunity to act. 

Section 402b authorizes member banks of the Federal Reserve System and 
nonmember instired banks to acquire stock in small business investmént com- 
panies up to.1 percent of capital and surplus of each bank. We believe that it 
would be desirable to have such an authorization for banks to: purchase shares of 
State development corporations and that some limitation, such as 1 to 3 percent 
of capital and surplus, would be appropriate. 

The limitation on the amount of the obligations of any one enterprise which 
may be acquired by a small business investment company is a provision which 
should be made applicable to State development corporations using Federal 
funds. We believe, however, the limitations should be $250,000 rather than one- 
third of the combined capital and surplus of the State development corporation. 

Our comments on the tax provisions of title VIII of S. 36483 are equally ap- 
plicable to section 408 of S. 3651. i 


Title V 

We object to the provisions of title V encouraging State-chartered investment 
companies to convert to Federal small business investment companies under the 
new legislation. .In our view the bill should encourage the creation and develop- 
ment of State-chartered development corporations and provide for federally 
chartered organizations only for a temporary period until the States have had 
an opportunity to act. 


Title VI 

We approve the principle of title VI which authorizes loans to State anid local 
development corporations, but suggest that these loans should be in an amount 
not greater than the total of loans secured from private lenders. 
Title VII 

Our comments on title [X of S. 3643 concerning the repeal of section 18b of 
the Federal Reserve Act are equally applicable to this title. 
Title VIFI 


With the changes suggested above, the provisions of title VIII would appear 
to be unnecessary. 
CARL M. Fora. 
May-2, 1958. 
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Senator Ciark. Are there any further questions. of Mr. Flora? If 
not, thank you very much, sir. .We appreciate your being here. 

Mr. Weissman, I have taken an unfair advantage of you without 
giving you any notice at all, but here you are, stuck with it. We have 
your prepared statement before us, which I am sure all members of 
the committee will wafit to study ‘carefully. In the interest of ex- 

diting matters I wonder if you would be agreeable to starting your 
statement with the paragr aph where you say, “I shall try to make 
my statement brief.” That is on page 1. 

Mr. WeissMAN. Surely, sir. 

Senator Crark. And rely on my statement that your qualifications 


_ are outstanding and. unquestionable, and we are very happy indeed 
to have you. 


‘Senator Ronerrson. Before the witness conimenices, if I may be 
permitted to question him ? 

Senator Crark. Yes; sir. 

Senator Rosrrrson. I have read his statement and found it very 
interesting. He devotes a good deal of space in his statement to the 
British corporation in whic ch British and Scottish. banks participate. 
I presume there is in Great. Britain just the'one company. Is that 
correct die’ 

Mr. Weissman. That is correct. 

Senator Rozerrson. .[ think the witness would be helpful to us if 
he would indicate whether he wants us to emulate that example and 
have just one company that would do all of this lending. - The 
British company now has assets of about 33 million pounds, and 90 
percent of that is common stock as I recall.it. Some of it is called 
equity capital and.some of it is preferred stock. 

We do not have any proposals pending before us that are’an exact 
duplicate of that experiment. I might ask the witness now, were you 
intending to present that to us asa plan, or how were you looking at it ? 

Mr. WrrssMAN. No, Senator. I did have before me S. 2160 which 
did provide for the purchase of stock in these investment banks or 
capital corporations by a Federal Reserve bank. 

Senator Roperrson. That was Senator Sparkman’s bill. 

Mr. WetssMANn. Yes, sir. 

Senator Rosertson. But since then we havehad a new bill. 

Senator Crark. 8.3651. 

Senator Rorertrson. Yes. 

Mr. WeissMAN. It was just given to me. 

Senator Roserrson. And one by Senator Thye and others, called 
the administration bill. 

Senator Crark. S. 3643. 

Senator Roserrson. Which of those two do you prefer? 

Mr. Weissman. Iam not familiar withthem. 

Senator Roserrson. You are not familiar with them ? 

Mr. Weissman. Let me add, if I may, that the ICF@ has branches 
in England. Certainly I would not propose oie corporation. I 
simply cited the British experience as something which should have 
some weight; not that it has to be followed prec -isely. Its weight lies 
first in the fact that there is a need to be filled arid that thére is a w ay 


‘of filling it, I believe, without Government funds: 


24897T—58—— 15 
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I heard some of the testimony this morning and some of the remarks, 
I too would like to see any mechanism that is set up kept within the 
Federal Reserve System. I think that the Federal Reserve banks have 
a great fund of experience through their experience with section 13 (b) 
loans. I think that the staffs of the Federal Reserve banks are excep- 
tionally competent. 

Senator CiarKk. Let me interrupt you to ask whether as a matter of 
business judgment you would try to push this agency on a very 
reluctant Federal-Reserve System—and Ecliave me, they are reluctant. 

Mr: Wetssman. I would. I would, because as I see this problem I 
‘want to make this clear. I am not speaking for the firm I am ‘with, 
W. E. Hutton & Co. The partners of the firm may not agree w ith 
some of the views that I expressed here. I think that the commercial 
banks have erroneously taken the position that they have no duty to 
perform in providing long-term equity capital. They once took that 
position with regard to term loans, as’ you may. recall, since which 
time they have made large numbers of’ long-term loans... They once 
took the position that it was their job to fur nish short- term credit, and 
nothing else. 

I would.see nothing inconsistent:in the commercial banks owning the 
stock of a group of investment banks or ¢ apital corporations, together 
with the Federal Reserve banks themselves. 

Senator Ropertrson. You would have to supplement, or amend, or 
change in some way section 13 ( b). 

Mr. Weissman.’ Yes.. Section 13 (b)-is more or less a moral one. 
It originated, I think, in 1933 or 1934, only to provide. working capital 
loans to businesses that were in exigent circumstances and could not 
get-funds anywhere else. 

Senator -CiarKk. Of course, you know, they have not used it up. 

Mr. Weissman. No: thev have not. : 

Senator Crark. And if they are going to be allergic to using it in 
the future maybe we are not very wise in forcing it down the throat 
of an unwilling horse. 

Mr. WeissMANn. I am not speaking for the Federal Reserve banks 
now, but.it is my own opinion. First of all this was emergency legis- 
lation, to begin with.’ It was limited as to the type of loans to be 
made and as. to the types of companies that would get this help. 
There was a limitation on the number of years. 

I do not think that the experience there would apply to a wholly 
different approach to the subject. 

Senator Ciark. I suggest, Mr. Weissman, we start with your testi- 
mony, in the place which we indicated, and perhaps you could stop 
two-thirds of the way down on page 3, since we have pretty well ex- 
plored this. Your statement will appear at the end of your testimony, 
where it will be available in whole, 

Mr. Weissman. Yes.. I will try to make my statement brief. 

My ‘thesis is. that neither the commercial .banks or investment 
banking. firms can provide long-term and particularly equity capital 
for small- and medium-sized business ; further, that the sale of secu- 
rities to the public, when at all possible, occurs generally only during 
a boom period at too great a cost for the welfare of the issuer, ‘and 
that because of this heavy cost and -necessarily poor timing, the ex- 
perience of the investor as a rule is bad. In too many cases, the 
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market price declines drastically within a period of only a year 
from the date of the offering of the security. 

Consequently, some institutional typé of investment bank or 
organization is needed, which will: 

1. Provide equity capital as well as inake loans. 

2. Invest without regard to the general state of business or the 
stock market. 

3. Invest at a reasonable cost to the issuer. 

4. Make a sufficient number of investments so as to average out 
possible losses by better than average returns on other investments. 

5..Not be dependent solely on Government’ funds. 

_6. Encourage companies to make public offerings of securities once 
they are in a position to do so properly. 

7. Be in a position to furnish: management, and other advice. 

I turn now to a discussion of each of these points: 

1. From the Reconstruction Finance Corporation to the Federal 
Reserve.bank loans under section 13 (b), to the Staté development 
plans, the special efforts to help small- and medium-size business 
financially have all provided for making loans and not ‘for providing 
equity capital. | 

I believe that in many cases it is equity capital that is needed. 
Preferred stock is a very flexible type of security and it does not 
hamper borrowing. Preferred stock may participate in profits above 
the fixed dividend rate. Preferred stock may contain ‘provisions 
protecting the investor against too liberal dividends on common stock, 
or excessive salaries and also for sinking funds. 

2. The public sale of securities in amounts of $1 million or less is 
generally not possible until after a substantial rise in the stock market 
has created an.overflow demand. ‘This usually coincides with a boom 
period in business so that the sale of securities to.the public is made 
at a time when: (a), it may not be wise for the issuer to,expand, 
although the security is salable; (0) the issue is priced’ at’a relatively 
high figure because the whole level of stock prices is high. 

I believe that one of the most important pieces of factual material 
would bea study of the course'of prices of small issués by either the 
Federal Reserve Board, or-the Securities.and Exchange, Comniission. 
From observation, I am sure that it will be found that prices décline 
severely after every period of active small security offerings—192T-29 ; 
1936-37; 1956 andthe most recent boom period that came to.a close 
in the latter part:of 1957. 

What is needed is a source of capital that will be available when 
investment is justified irrespective of the condition of the market: 
Such a source would; in effect; represent expert investors who take 
a long view and are not’ moved by temporary conditions or the un- 
certain moods of investment psychology. 

Incidentally, I believe that the experience of investors with ‘issues 
of the type I am describing hurts the financial district, for investors 
blame Wall Street, even when the securities are issued'in Minneapolis, 
Atlanta, or San Diego. ae 


3. The cost to the issuer of common stock issues as shown by studies 
of the Securities and Exchange Commissign over a period of many ' 
years averages about 20 percent, and only .a small part of the cost is 
due to expenses in connection with registration.’ This places a heavy : 
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burden on the issuer and also means that the company has to’ be 
unusually successful if the investor is to come out whole. Now I 
know that the SEC and even the chairman of the Council of Eco- 
nomic Advisers, who is a, friend and whom I highly regard, have 
expressed an opinion that the exemption be lifted from $300,000 to 
$500,000.. It is just in the case of small, relatively unknown com- 
pany issues that the investor needs the protection of the Securities 
Act even more than in connection with the issues of. companies of 
national and international magnitude. 

The reason for the heavy cost is not a matter for which the invest- 
ment banking industry can be properly criticized. It is just as ‘ex- 

nsive to investigate a proposed issue of $500,000 as an issue of 
$5 million, and salesmen receive a larger commission for selling such 
issues. 
‘ Emotions'sometimes get mixed up with this question. There is a 
myth concerning the giant’ companies—namely, that they obtained 
funds at their inception or in their early stages through the sale of 
securities to the‘public. This is simply untrue. United States Steel, 
International. Harvester, Swift & Co., Ford, Standard Oil of. New 
Jersey, to name only a few, did their first public financing in connec- 
tion with consolidation of big enterprises’or only after they were very 
large companies. They grew almost entirely from internal sources. 

enator Ciark. But they grew before the presént tax.laws. 

Mr: Werssman. Yes. And, of course, that has had an important 
part, I think, in creating this need. 

An institution that does not have to: reoffer securities immediately 
will be in a position to make investments at a moderate cosi. 

4. One of the reasons for the individual investor’s bad experience 
is that he buys 1 or 2 issues and if they go “sour,” to.use a Wall Street 
expression, then his loss may be irreparable... An institutional setup 
would be in a position where, poor investments would be offset by ex- 
ceptionally good investments; in other words, the results would 
average out, 

5. Many: of the proposals.that have been made from time to time 
have rested on Government funds. I do not think a Government- 
owned institution or one whose funds have been provided only by the 
Treasury is desirable. I believe that other types of structure would 
be more efficient. 

6. Once the issuer has grown, the investment bank can encourage 
the.issuance of securities to the public in the usual manner. The ' 
investment bank could make this ‘part of its general policy. 

7, The investment bank will also make it a policy to provide man- 
agement counsel where it believes such advice necessary. It may 
be that investment will ‘at.times be conditioned on the acceptance of 
sucli counsel. 

I believe that is where you wanted me to end. 

Senator Ciark. Thank you very much, Mr. Weissman. 

Senator Sparkman, do you have any questions? 

Senator Sparkman. I believe the question has been covered pretty 
well. I want to commend Mr. Weissman on his very fine presentation. 

Mr. Weissman. ‘Thank you. 

Senator Ciark. Senator Proxmire. 
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» Senator Proxmire. Yes; I would like to ask Mr. Weissman a'couple , 
of clarifying questions.’ On page 2 of your statement you‘say that, 
preferred stock is a very flexible type of security and list many advan- 
tages. Is it not a very eo and important advantage of, preferred 
stock, as contrasted with debentures, that it is possible for a company 
to forego dividends. a 

Mr. Wine: Exactly. Preferred stock is equity capital. It 
seems to me preferred stock was neglected a bit, Preferred stock is 
ownership capital but it is limited as against capital stock and, as you 
point out, a company can defer or pay part of its dividends and can. 

ass the dividends entirely, and that does not cause bankruptcy at all. 
Preferred stock represents ownership capital and does not create the 
relationship of debtor and creditor between the issuing corporation 
and the investor. 

Senator Proxmie. And yet it has the flexibility of having a prior 
claim over.common stock, and can accumulate dividends, and they’ 
can be paid off at a later date. 

Mr. Weissman. Yes. booed 

Senator CiarK. Is not this a, place where participating stock would 


be very helpful ? 


Mr. Weissman. Yes. I mention that. In that. way investment 
banks can participate to a degree in the profits of an unusually suc. 
cessful company, ‘and without assuming full risks. Presumably they 
would not make an investment unless they thought it was a good one 
to begin with, arid there was a sufficient amount of common-stock 
money behind the preferred stock. Mt ak 

Senator Proxmrre. I think that statement is very helpful.’ I had 
not thought of the attractive attributes of preferred stock in being 
able to specify limitations on salaries and dividends on common stock, - 
to protect against the kind of abuses which can develop: in these 
circumstances. uy 

Mr. WeissMAN. Yes. 

Senator Proxmrre. In the last paragraph under point 3 on'‘page 2, » 
this is a very interesting statistic which I have not seen before. 


. The cost to the issuer of éommon.stock issues * * *. i 


You do not say “small.” 
Mr. WertssMan. I think I intended to.. I said in. the public sale of 
securities in the amount of $1 million or less. 
‘Senator Proxmire. Where is that ? 
Mr. Weissman. Maybe that is too far above. That is under point 2. 
The first sentence in that paragraph 2. ‘ 
‘ Senator Proxmrre. I see. . That antecedent escaped me. | 
Mr. WetssMANn. It is too far ahead, I guess. 

Senator Proxmrre. It is a very interesting statistic; 20 percent is 
the cost to the issuer of common-stock issues of less than $1 million. 
Mr. Weissman. Yes. “ : 

Senator Proxmrre. Then further down you are comparing the issues 
of $500,000 and $5 million and the expense of investments, and so 
forth.- The implication is that the costs for a very large: company of 
the kind you mentioned, Standard Oil and so on, for financing would 
be 1 percént. ; 

os Weissman. Exactly. Very small in relation to themoney to be 
raised. 
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Senator Proxmire. Here is the enormous competitive advantage big 
business has over small business in the acquisition of desirable equity 
capital. . 

Mr. Weissman. It is one of the important benefits. 

Senator Proxmire. As.a matter of fact, a company of the size of 
$1 million is a small company, but in most American communities of 
10,000, or less it is a pretty big outfit. 

Mr. Weissman. It certainly is. | 

Senator Proxmire. I wonder if it is not true for a company which 
wants to, or has assets of let us say two or three hundred thousand 
dollars and equity of perhaps one hundred thousand or one hundred 
and fifty thousand dollars, that they just do not have any opportunity 
to acquire equity capital unless they can do it through their local 
community ? ! 

Mr. Weissman. No, sir. Or through a group.of friends, or some- 
thing of that sort. . There is another reason. I did not mention. That 
is, the American investing public has been sold or educated, or how- 
ever you want to put it, to prefer, marketable securities—securities that 
are immediately marketable. | | 

Senator CiarK. I think that is terribly important. 

Mr. Weissman. And one of the disadvantages of these smaller issues 
must be that they lack that kind of marketability. 

Senator Ciark. And nothing we can do will change that. 

Mr. Weissman: Nothing. May I just add I-am very: much im- 
pressed with this English experience. I think it is something that 
should be better known in this country. They have doné a good job, 
and I do not have to emphasize the fact that in financial matters they 
have a great deal of kriow-how. This was a step taken by a con- 
servative government which was really-a nonpartisan step. I do not 
think there was atiy opposition to it whatsoever. 

‘ Senator. Proxmire. You feel S..2160'is the preferable bill of all four 
ills? } 

Mr. Weissman. I am not acquainted, Senator, with these last two 
bills.. I read the newspaper? accounts of Mr. Martin’s testimony. I 
understand. one of these, bills is.a sort of compromise measure which ~ 
embodies features of earlier bills. 

Senator CiarKk. That is right. 

Mr, Weissman. But I am not sufficiently acquainted with them to 


say. 

Rubitot Cuark. I think it is perfectly proper to state for the record 
that the chairman of the full committee, Senator Fulbright, requested 
the staff of this cémmittee to get together with the staff of the Federal 
Reserve System to see if they could not come up with a piece of legisla- 
tion that the Federal Reserve would support, thinking that that would 
= very helpful in getting legislation enacted. S. 3651 is the result of 
that. 

Meanwhile other parts of the administration—and I will tag this as 
being a political comment before I make it—feeling they were going to 
miss the boat and being. put in a rather negative position, decided 
something had to be.done. So at the last minute and, in fact, not until 
they were scheduled: to appear did they, come scrambling in with 
S. 3643, which I believe is all they felt: they could save for the record, 
rather than have no bill at all. 
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ibleator Proxmire. I want to say again I think. this is extremely 
useful and helpful testimony. Thank you: 
Mr. WeissMANn. Thank you. . 
Senator Crarx. I would like to.make this obeervation’ on which I 
would liké your comment. I take it you agree that there are two needs 
for small business which must be filled to enable it to get adequate 
capital. The first is. access to short- term and intermediate-term, by 
which I mean 5 years and less, loan money, and that that need is being 
pretty well filled, by commercial banks backed up ne the, Small oat: 


‘ness Administration. Is that so? 


Mr. Weissman. Yes. As far as I know. 
Senator CrarK. But there is a difference’of opinion ,as to wluatibie 
we need SBA,.though I suspect more of us think we ought’ to keep ‘it 

alive than are ‘desirous of killing it. But there is ahother very impor- *, 
tant need for small business which is,not bein filléd at all now. 

Mr. Weissman. Exactly. Or; when it is filled, it'is filled in a way 
that is disadvantageous to the issuer, to the investor, and to the country 
as a whole. 

Senator Crark. And is really antisocial. 

- Mr..WetssMAn. It works out that way. 

Senator CLark. We can call that the American equivalent of, the , 
Macmillan gap. 

Mr. WeIssMAN. E xactly. 

Senator Ciark. And your.view is we ought to oreath some kind of 
agency to fill that gap, and it has to be done probably, at least in the» 


_ first instance, with. Federal funds. 


Mr. Weissman. If you include Federal, Reserve funds in that. 
Senator Crark. If you had your way you would not have either 
appropriated money or Treasury advances. Is that right? hoe 
tr. Weissman. No. I would do it wholly within and through the 
Federal Reserve banks: rr 
Seriator Crark. And, of course, that is fundamentally priv ate 


ca ital; isit not? 


r. WEISSMAN. Basically, but: it ,is private capital, if I, may say 
so—and this is my own view again—it 1s private capital with a Social 
viewpoint ; with a very strong social viewpoint. . 

Senator. CuarK. And it is effective for the public interest. 

Mr. WetssMAN. Yes. * 

Senator CiarK. To use another cliché. -Do you have any personal 
views as to whether an agency like SBA, which I have categorized in 
these hearings as a lending agency with a social purpose, is the kind 
of an agency qualified to create and administer and conduct the fulne- 
tion of providing long-term credit and equit financing for small 
business throagh the intervention of development companies?’ 

Mr. Weissman. ‘Frankly, I do not know enough about the personnel 
of the Small Business Administration. Perhaps ‘one of the reasons 
why I am biased toward the Federal Reserve System is that, for a long 

riod of years I have had some acquaintance with the people in the - 

ederal Reserve Board and the Federal Reserve banks. 

Senator CiarK. I am quite interested in your point of view and I 
imagine we all have to try to some’ extent to disregard existing per- 
sonalities and think in terms of organization and function. I had 
been preliminarily of the view that there was quite a sharp distinction. 
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between the commercial banking function and the investment banking 
function. «Back in the 1920's when the commercial banks tried to get 
into investment banking ‘we got into trouble, and legislation was 
passed divorcing that function. I have always thought that was 
sound. 

Now you and a number of people come and say, no, we think the 
commercial banks ought to extend their function to take in atleast. to 
‘some extent this investment banking function, which is all part of the 

aenainee of pie. 

' I Would like your comment on that because my present view is SBA 
is all the way over on the commercial banking side and that the fune- 
tion is different. It has a quasi-welfare point of view. We ought to 
be able to devise some mechanics by which this function will be per- 
. formed by indiv riduals who have that alone in‘mind, and who are never 
under, any ‘temptation to' want to conduct a‘bailout where, if ‘a com- 
mercial loan has gone bad, they want to have it bailed out by invest-. 
ment. We ought to bé ‘able to do it without creating a huge new 
bureaucracy, I feel. , 

Mr. Weissman, I think if Sees institutions were under the general 
supervision of the*Federal Reserve banks and the Federal Reserve 
‘Board, I think a good many ‘of the fears you have mentioned would 
not be necessary. | * 

, Senator CiarKk. Tell me ohn you do not feel that the Federal Re- 
serve banks and thé: Federal ‘Reserve Board and System are pretty 
exclusively commercial bariks ? . 

Mr. Weissman: First of all,.I do not have the facts before me, but 
the board of directoys of the Federal Reserve banks have this A-B-C’ 
thethod, whereby the small banks are represented and the large banks 
‘and the public. ‘I think that,in the’40-odd years of operation of the 
Fédéral Reserve System, they have shown quite clearly that they 
* operate with the public view in mind. 

Senator Crark. They’ are pretty he: a loaded, though, with com- 
mer¢ial bankers, are they riot ? 

-Mr. W EISSMAN. I think that'is true. That partly comes about 
¢ through tht origin of the System. But I still do not feel that that has 
‘been the dominant factor in their functioning. 

- Senator Cirark. Thank you very much, Mr. Weissman. 

_ Mn. Wetssman. . You are entirely welcome. 

Senator Crark. The,chairman of the full committee, Senator Ful- 
briglit, before he left, asked’me to express to you his strong feeling that 
you have been a,most lielpful witness, and his appreciation for your 
coming down here; and I would like to join in that commendation. 

Mr. WetssMAN. I'am very happy to hear that. 

Senator Proxmire.. May I just ask if this English experience is based 
on # separation between commercial and inv estment banking? 

Mr. WeissmaN. Nov, I do think the English banking system, as I 
understand it, has much less in the way of legal restraints than we have. 
For exaniple, they have ho set reserve requirement. The whole policy 
is to give the banks and the institutions greater leeway. For my part, 
_in formulating legislation of'this type I would lean less heavily than I 
_ gather has been true 6n specific limitations of one kind or another. 

, Senator Proxmrrh. I notice you say: 


I refer to Industrial & Commercial Finance Corp., Ltd., known as ICFO. 
This company is owned by the Bank of England * * * 
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on is the institution that has been doing the job and doing it quite 
we 

Mr. er Yes. And that wasan innovation. 

Senator CiarK. But it has been doing an investment banking ie, 
Is that right? 

Mr. WetssMANn. Essentially.' Yes. 

‘Senator Proxmire. And me have encountered no conflict that has 
been damaging ? 

| Mr. Weissman. Apparently not. I havea copy of the annual re- 

ort with me which I think j is a very’ interesting and enlightening 

ocument. 

Sefhator CLark. W ould you filé that, for the information of the 
committee? » 

Mi. Weissman. I feutild like to retain'a copy. 

Senator Ciark. ‘Can you get, us another copy? | 

Mr. WeEIssMAN. I will get you another copy. In addition, they have 
published a few small pamphlets,such as Capityl for Business and 
prmanoe for. Business in which they explain the background. 

. Senator CLark. We would be happy to have them. 

Mr. Weissman. I will get copies. 

Senator CxiarK. So the staff will havea chance to study them. . 

‘Mr. Weissman. Yes. I think you will:find them. very much to the 


‘point. 


Senator. Guar. Thank you véry much, Mr. Weissinan. Without 
objection the full prepared statement of Mr. Weissman, — be made a 


(The prepared statement referred to follow s:)'" ieee 


STATEMENT’ or RupoipeH L. Wareaxai, nis AND Seyior SEcuRITY ANALYST, ' 
RESE arcH DEPARTMENT, W. E. Hutron & Co., NEw York, N.Y. ' 


, My name is ‘Rudojph Li. Weissman. I reside at 2111 Albemarle Road, Brookiyn, : x 

N.Y. Iam an économist and senior security analyst anda ‘member of the research - ° 
departnient of W. E. Hutton & Co., 14 Wall, Street; investment pankers and mem- 
bers of the New York Stock Exchange. I wish to make it clear, that the views 


I shall express are my own and do not necessarily’ represent the opinions of the 


partners of W. E. Hutton & Co. Ihave been a member “ the staff of the Securities | 
and Exchange Commission. 

Purely for purposes of identification, may iada that I am the author of s veral 
books. of economics and finance, including The New ,Federal Reserve System 
(1936), The New Wall Street (1939), and Small Business and Venture Capital 
(1945). I‘also edited the ‘public papers of Marriner 8S. Eccles; This bodk, 
published in’ 1940, was entitled “Economie Balance and a Balanced Budget.” 

My interest in the’ capital problems of small business arose from observation 
and study and runs back many years. 

I am gratefyl to Senator Fulbright for inviting me to testify at these hearings. 
The invitation’grew out of my article'in the January 1958 issue of Challenge 
published by the Institute of Economic Affairs, New York University, and en- 
titled “Raising Capital for Small Business,” 

I shall try to make my statementy brief. My thesis is that neither the com- 


mercial banks or investment banking firms can provide long-term and particularly 


equity capital for snfall and medium sized business ;"further, that the sale of 


‘ securities to the public, when at all possible, o¢curs generally only during a boom 


period at too great a.cost for the welfare ofthe issuer, and that because of this 
heavy cost and necessarily poor timing, the experience of ‘the ipvestor as a rule is 


_bad. In too many cases, the market price declines drastically within a mn of 


only a year from the date of the offering of the security. 

Consequently, some institutional type of investment bank or organization ‘is 
needed, which will; 

1. Provide equity capital as well as make loans. 
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' 
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2. Invest without regard,to the general state of business or the stock market. 

3. Invest at a reasonable cost to the issuer. 

,.. 4: Make a sufficient number of investments so as to average out possible losses 
by better than average returns on other investments. 
: §. Not be dependent on Government funds. 

6. Encourage companies to make public offerings of securities once they are 
ina position to do so properly. i" 

7. Be in a position to furnish management and other advice. 

I turn now to a discussion of each of these points : , 

1. From the Reconstructiijn Finance’Corporation to the Federal Reserve Bank 
loans under section 13b, to the State Development plans, the special efforts to 
help smali and medium size business financially have all provided for making 
loans, and not for providing equity capital. 

I believe that in many cases it, is equity capital that is*needed. Preferred stock 
is a very flexible type of security'and it does not hamper borrowing. Preferred 
,Stock may. participate in profits above the fixed, dividend rate. Preferred stock 
may contain provisions, protecting the investor against too liberal ’dividends 
on common stock, or excessive salaries and also for sinking funds. ; 
es The public sale of securities in amounts of $1 million, or less is generally 
not possible until after a substantial rise in the stock market has created an 
overflow demand. This usually coincides with a boom period in business so that 
the sale of seturities to the public is made at a time when: (a) It may not be 
wise. for the issuer to expand,,although the security is salable; (b) the issue 
is priced at a relatively high figure because the whole level of stock prices is high. 

"I believe that one of the most’ finportant pieces of factual material would be 

a-study of the course of prices of small issues by either the Federal Reserve 
Board or the Securities and Exchange Commission. From observation; I am» “ 
sure that it will be found that prices decline severely’ after every period of 
active small security offerings : 1927-29'; 1936-37 ; 1956 and the most recent boom 
periodthat came to a close in the'latter part of 1957. ° 

What is needed isa source of capital that will be available when inyestment is 
justified: irrespective of the condition of the market. Such a source would in 
effect represent expert investors who take a long -view and are not ‘moved by 
temporary conditiolis or the vagaries'of investment psychology. 

‘Incidentally, I believe that the bxperience of investors with issues of the type 
Iam describing hurts the financial district, for investors blame Wall Street, even 
when the securities'are issued in Minneapolis, Atlanta, or San Diego. 

:3. The cost to the, issuer of common stock issues as shown by studies of ‘the 
Securities and Exchange Commission over a period of, many years averages 
about 20,.percent ; and only a'small part of’ the cost is due to expenses in con- 
nection with registration. » This places a heavy burden on the issuer and also 
»means that, the company has to be unusually successful if the investor is to 
come out whole. Now, I knew that the SEC and even the Chairman of the 
Council of Economic Advisers, who is a friend’ and whom I highly regard, have 
expressed an opinion that the exemption be lifted from $300,000 to $500,000. It 
is just in the case of small, relatively unknown company issues that the investor 
needs the protection of the Securities, Act even more than in connection with the 
issues of ¢ ompanies of pational and international magnitude. 

The reason for the heavyicost is not a matter for which the investment banking 
industry can be properly criticized. It is just as expensive to investigate-.a pro- 
posed issue of -$500,000' as an issue of $5 inillion and Salesmen receive a larger 
commission for selling such issues. : 

Emotions sometiines ' get mixed up with this question. There is a myth con- 
cerning the giant companies ; namely, that»they obtained funds at their inception 
or in their early Stages through the sale of securities to the public. This is simply 

, untrue, United’ ‘States Steel, International Harvester, Swift & Co., Ford, Stand- 
ard Oil of New, Jersey, ‘to name only: a few, did their first public financing in 
connection with consolidation of big enterprises or only after they were. very 
large companies: «* 

An institution that -does not have to reoffer securities immediately will be in 
a position to make investments at.a moderate cost. 

4. One,of the reasons for the individual investor’s bad experience is that he 
buys 1 or 2 issues and if they go sour, to use a Street expression, then his loss 
may be irreparable. An institutional setup would be in a position where poor 
investments would be offset by "cc gta good investments; in other words, 
the results would average dut. 
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5. Many of the proposals have rested on Government funds. ‘I do not think a 
oe ween owned institution or one whose funds have been. provided only by © 

e Treasury is desirable. I believe that other types ™ structure would be 
more efficient. | 

6. Once the issuer has grown the investment bank can encourage the issuance 
of securities to the public in ‘the usual nianner. The investment bank could 
make this part of its general policy. 

7. The-investment bank will also make it a, policy to provide maneigainat 
counsel where'it believes such advice necessary. ‘It may be that investment 
will at times be conditioned on the acceptance, of such counsel. 

An institution exists and-has.functioned for, almost 15 years exactly along 
the lines I have indicated as desirable: I refer to Industrial &, Commercial 
‘Finance. Corp., Ltd.,; known as ICFC. This comipany is owned by the Bank of 
England, Bank of Scotland, and the leading British and .Scotch commercial 
panks., As the company states, “ICFC begins where the"bank leaves off, and 
itself leaves off where the public investor starts.” It was formed precisely to 
meet the well-known Macmillan gap deseribed in the 1931 report of the Com- 
‘mittee on Finance and Industry. 

The purpose of ICFC is to assist wiaieiaiil that’ requires ‘a small or moderate 
amount of long-term loan capital or share capital, which is not practicable or con- 
veriient to raise by way of ,banking facilities or a public issue. The minimum 
limit is £5,000 and the maximum £200,000. ICFC was established in 1944 by a 
conseryative government ‘as:a nonpartisan, measure. Becatise it parallels the 
recommendation contained in my book, Small Business and Venture Capital, I 
have followed: its operations with great interest. 

Loans and investment holdings of ICFC as of June 30, 1957, exceeded £33 
million and its customers numbered approximately 600. ' Usually, the only 
extra charge made is a,fee of 1% ‘percent on.sums up 'to £50,000'or in the case 
of larger sums, £750, plus 1 percent on the excess over £50,000! Interest’ and 
dividend rates on the securities acquired ranged from 4% to 5 percent, but in, the 
last year or two of high, interest rates, I believe the securities havé carried higher 
rates. 
1 As of March 3, 1957, about 58 percent of’ the investments, were in*secured 
and unsecured loans; 33 percent ‘in redeemable and nonredeemable ‘preferred 
shares and about 9 percent in common stocks., Earnings, after taxes were ap- 
proximately £910,000 in 1957 on aliout £33 million of investments. This is © 
after provision for doubtful advancés and inyestments.' »Investments have been 

made in, almost every important industry and I believe the members, of this 
committee would find the.annual reports of ICFC interesting and significant. 
Incidentally, a technical staff: rendets engineering advi ice andac countants give 
guidance on costing systéms. 

ICFC; it seeins to me, conclusive ag ‘aliswers the questions as to the feasibility. 
of an in&titution or group organiz tion of’ this type. Judged by our standards, 
it is not big business, ‘but there,is no quéstion that it has rendered a real service. 
It is only in this way that the Macmillan gap, which exists here as it did in the 
United Kingdom, cdn be filled satisfactorily. This is both an econdmic and social’ 
problem; because competition and’ independent business should ‘be encouraged. 
I do not condemn big business for its advantage in financing; the advantage is 
inescapable. « 

I have.studied the bills introduced as 8. 2160 and 8. 3191, and believe that they 
are well designed to meet the problem. I have no strong preference, ‘but it seems* 
to me that S. 2160 provides: for a more simple structure and.I believe it would © 
be ‘well if possible to keep the organization within the Federal’ Reserve, System. 
Conviction that there is a problem will lead to a satisfactory methed of dealing 
with it. I believe the committee is to be corigratulated.for. it8 sincere efforts to 
get-the facts and make a distinct contribution to our financial institutions. 


Senator Crark, The committee will be in recess until 10 o’clock 
Monday morning when ‘we will. hear from Mr. Edward ,N. Gadsby, 
Chairman of the , Securities and Exchange Commission, and.Mr. John 
Clark, Jr., senior associate, Arthur D. Little, Inc., of Néw York. 

(Whereupon, at 12 noon, the subcommittee recessed unti] 10 a.m. * 
Monday, April 28,1958. ) 


» 


. 








FINANCING SMALL. BUSINESS 


MONDAY, APRIL 28, 1958 


Untrep Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY) 
SUBCOMMITTEE ON SMALL: BUSINESS, 
Washington, D. @. 


The lothoeainsdttiee met, pursuant to recess, in room 301, Senate 
Office Building, at 10:05 a. ni., Senator Joseph S. Clark, chairman of 
the subcommittee, presiding. 

Present: Senators Clark, F ulbright, Robertson, Proximire, Cape- 
hart, and Case. 

Aliso Present : Senator Bush. 

Senator CLarx. The committee will be in session. 

Our. first witness this morning is Mr. Edward N: Gadsby, Chair- 

man of the Securities and Exchange ( ‘ommission. 

Mr. Gadsby, we are happy to have: you here and to get the benefit 
of — testimoriy. 

I see that you have a fairly long prepared statement, and I will ask 
~ if you will just proceed in your own way, remembering that we 
ave one other witness this morning. and that perhaps there will be 
some questions when you get’ through. If you do not want to read 
the whole statement, we can put’ it in the record, or if you do, perhaps 
you will skip ahead as rapidly as you can 4nd get as soon as you can 
to the points of real importance in this hearing. 


a 


STATEMENT OF EDWARD N. GADSBY, CHAIRMAN, ACCOMPANIED 
BY ANDREW DOWNEY ORRICK, COMMISSIONER AND HAROLD C. 
PATTERSON, COMMISSIONER, SECURITIES; AND EXCHANGE 
‘COMMISSION ; 


Mr. Gavspy. I will be.very happy to, Senator. 

My tiarhe is Edward N. Gidsby. I am from the C ‘idinaliamaialil 
of Massachusetts and am C hairman: of the Securities and Exchange 
Commission, 

I am -dccompanied today by’ my fellow Ciehitadihiniaile: Andrew 
Downey Orrick, of California, and Harold ©, Patterson, of Virginia. 
Earl F. Hastings, of- Arizona, urifortunately, is ill and not able to be 
here. Mr. Sargent, of New York, may be here later. 

I am also accompanied by certai members of: the Connigibiiicate 
staff. 

With your permission, T will ‘attempt. to just hit what I think are 
the important parts of this statement in order to emphasize it, if ’ 
I may. 
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Senator Ciarx. Why do. you not skip to page 2, Roman numeral I, 
and start there? CEES NT 

‘' Mr. Gapssy. Both S. 3651 and S. 3643 contemplate that securities 
of the. proposed investment companies will be acquired by private in- 
vestors.. In section 407 of S. 3651, provision is made for amendment 
of the Securities Act of 1933 and the Trust Indenture Act of 1939. 
The amendment would ‘authorize the Commission to exempt securi- 
ties issued:b} the proposed investment.companies from.the Securities ° 
Act and Trust Indenture Act by' rule and regulation, 

S. 3648 in section 701 would provide an automatic exemption from 
the registration provisions of .the Securities Act for any security 
issued by the. proposed ,investment companies. ,The bill makes no 
reference, hqwever, to the Trust’ Indenture Act. 

Senator Ciark. We want to compel disclosure and prevent mis- 
representation. We want to: be sure nothing in these acts will hurt 
that general, national policy. 

Mr. Gapspy. Precisely. 

‘I, will skip.to page 5 now. 

S. 3643, as I have already pointed out, would provide that securities 
issued by the, investment companies be favored with an automatic 
exemption from the registration provisions of the Securities Act. 
S. 3651, which does not provide for an: automatic exemption, was 
drafted,with the intention in mind to strike a balance between main- 
tenance of the disclosure policy embodied in tlie Securities Act on the 
one hand, and, on tHe other,.a desire to make available to the proposed 
investment companies in a proper case some relaxation of the regis- 
tration requirements of the Securities Act. .The bill does not establish 
' any definitive, standards to guidé the Commission in the exercise of 
this discretion.’ The only’ basis for an.exemption would presumably 
be the supervision of these’companies undertaken by thé Small Busi- 
ness Investment Administration and the extent of this supervisien 
is discretionary with that agency. 

‘However, we do not: believe that supervision of the operations of 
a company necessarily forecloses the need for disclosure to investors 
of information necessary for the formulation of an informed judg- 
ment as to the investment, merits of the security being offered them. 
This is particularly true where the interest. of the. regulating agency 
may be primarily directed to the'making of advances to the investment 
companies. : The interest of a regulatory body in this aspect of the 
' matter is riot necessarily identical. with the-interest of .the security 
‘ holders of the investment company. 

The need for ,application of the disclosure requirements and the 
protective features of the securities laws aré emphasized by the issue 
to the public of debt securities ‘by the investment companies, affirma- 
tively contemplated in ‘section 403 of S. 3651 and not prohibited by 
S. 3643. 

The bills are designed’ to assistysmall-business concerns which cannot 
raise capital'through conventional means. Under their provisions, 
such concerns would be permitted to engage in debt financing through 

the proposed investment companies and would not be required to use 
equity. financing. * 

In this-connection, I should point out: that, section 501 of S. 3643 and 
section 404 of S. 3651, while.speaking in terms of equity type financing 
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and equit capital, respectively, provide that the small- trnibieune con- 
cerns will raise capital from the investment companies through the 
issuance of convertible debentures. 

From the viewpoint of the issuing corporation, it does not seem 
appropriate to characterize the ‘issuance of such debentures as equity ° 
financing. The issuer of a convertible debenture is a debtor obligated | 
to pay certain fixed charges. This burden continues for the term of , § 
the debenture unless the holder of the debenture. exercises his option 
to convert and thus to change his status from creditor to stockholder. 

. The issuer has'no choice in the matter. In any event, since the se- 

curities constituting the assets of the investment company might be 
characterized as speculative, and since this would carry over! to the 
securities issued by the investment companies themselves, it seems clear a 
to us that there is a- real need for preservation of the disclosure pro-. + |. © 
visions of the securities laws.: Such disclosure seems particularly 
necessary with respect to persons w ho are being asked to buy debt 
securities of such investment companies. 

Senator Crark. Let me interrupt for a second to ask you how you 
would coordinate that statement with the present exemption of the , 
securities law for $300,000, is it not, total? I think ,Wwe passed a 7 
bill here which would up that to $500, 000. 

Mr. Gapssy.. The Senaté has passed it, and it is now pending before 
the House committee, as I recall it. ‘ 

Senator CiarK. I think you suppor rted that, did you not? 

Mr. Gapspy. Yes, it is part of our legislative program. That’ 
applies only to the securities of the small business which are being sold 
to: the investment, companies. Of course, that, in itself could be a 
privaté: sale and w reviled not be subject to the Securities Act anyway ~ 
under section 4 (1). vt 

Senator Ciark. I think-it-is conceivable, however, ‘although I hope «° 
it is not’too likely, that some of, these investment, compares would 
not go any higher than half a million dollars. 

Mr: Gapssy.’ The partial exemption provided in.’section 3 of the 
Securities Act relating to the so-called regulation A, which is a simpli- 
fied form of registration, is not available tinder the terms of the regula- 

. tion, to an inv estment company registered, or required to register under 
the, Investment Conipany Act of 1940. 

Senator CiarK. It does, howev er, ‘require’ good deal of disclosure, 
does it not ? 

Mr. Gapspy. It requires an element of disclo}ure in the, offering 
circular which is filed at the time under regulation A. It does not 
leave the investor without any protection, 'ev ensthen. 

As I have stated, the Commission is very sympathetic to necessary 
measures to aid small business in its efforts to raise capital. .But this 
‘should be done with due regard to investors who are expected to finance 
these investment companies. We believe that any exemption from 
the securities laws must be based on a clear demonstration that in the 
pr oposed area of exemption there is ho need for the protections which 
the Congress has clearly declared to be nevessary in the »pub!** in- 
terest. We believe that stich protection is necessary in this situation. 

S. 3651 doés not make it clear whether or not the proposed invest- 
ment companies are to be subject to the provisions of the Investment 
Company Act of 1940; Such companies which have issued securities 

to the public would undoubtedly fall within the definition of “invest- 
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ment company” under the Investment Company Act and become 
subject to regulation under that act. S. 3643 in section 702 provides 
for an exemption from the Investment Company Act for any invest- 
ment company chartered or operating under the bill. 

The Investment Company. Act’ was passed after extensive studies 
made by the Conimission pursuant to congressional direction. It was 
the conclusion of the Congress,’ in the light of the record of abuses 
that was there revealed, that investors in investment companies needed 
special protections over and above those provided for by the Securi- 
ties Act. 

To that end, the act,provides for the various matters I have enumer- 
ated at the bottom of page 8. 7 

Senator Crark. How about'the 3-to-1 ratio in the Investment Act? 
Do you think that ought to be applicable to this kind of investment 
company which has Federal support-and where there is a. good deal 
of necessary—I would not. say supervision, but at least Federal cog- 
nizance of what is. going 6n, and where the investors to some extent 
are pro bono publico people who are trying to get small business 
rehabilitated in a particular geographical area ? 

Mr. Gapspy. We have covered that, Senator, at the bottom of 
page 9 of that statement. ! 
| Senator Crark. I do not want to anticipate that. You go right 
ahead. toons 

Mr. Gapssy. The provisions of ‘the Investment Company Act are 
not applicable to.a company with less than 100 stockholders which 
is not, making a public offeritig. Consequently, any exemption pro- 
vided ‘for the proposed investment companies would of necessity have 
as its purpose the exclusion of investment companies with an investor 
interest which’ the Congress considered sufficiently significant as ‘to 
require the protections of the Investment Company Act. 

I recognize that .the bills provide for some regulation of these 
companies by a Government agency. However, this regulation, at 
least in terms of the standards prescribed by the bills, does not. have 
as its direct ‘aim the protection of investors. The regulation ‘im- 
posed on these corporations by the Investment Company Act is di- 
rected to that very purpose. 

Furthermore,.the extent of regulation under the bills is discretion- 
ary with the agency. 

On the other -hand, the Investment Company Act defines numerous 
areas of regulation directed to investor. protection which experience 
has shown to be necessary, and in some respects has had adequate 
judicial interpretation and support. 

In addition, the orientation of regulation by an agency concerned 
with thé financing ‘of small business here, as in connection with the 
other legislation I have alluded to, could very well be vastly different 
from that of any agency voncerned with investor protection. The 
small-business agency might, from the very nature of its primary 
functions, be less sensitive, to the need for investor. protection. 

Section 403. of S. 3651 gives a borrawing power to small-business 
investment companies subject to’the regulations of the Small Busi- 
ness Investment Administration. If such companies are registered 
under the Investment Company Act, they will be subject to-the pro- 
visions of section,18 of that act which contains certain requirements 
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covering the ‘issuance of debt eecralitiien by registered closed-end in- 
vestment companies. 

The most important requirement of section 18—and this i is the mat- 
ter which I think you had in mind—is that there be a 300 percent 
asset coverage for the indebtedness, that is,'one-third debt and two- 
thirds stock. The purpose of this provision is clear. In this con- 
nection it is noteworthy that in.’passing the Investment Company 
Act, the Congress in section 1 (b) (7), declared that— 
the national public interest.and the interest of'investors are adversely affected—., , 

(7) when investment companies by excessive borrowing and the issuance 


of excessive amounts of senior securities increase unduly the speculative 
character of their Junior securities ; “ 


Since section 403 (b) fixes a maximum for tlie obligations which 
can be purchased by thé Small Business Investment Administration 
at any one time of any small- business investment company at 50 
percent of the paid-in capital and surplus of: the latter company, 
the provisions of this section are not necessarily inconsistent with 
the requirements of the Investment ‘Company Act. . It would be pos- 
‘sible for a company to comply ‘with the-section 18 requirements and 
borrow up to the maximum permitted by section 403 (b). It is recog- 
nized, however, that there would be a conflict with section 18 if the 
Administration extended the maximuin credit and the investment 
company proposed to borrow from other sources ama was authorized 
to do so by the Administration. 

Senator CLark. It ‘seems to me they almost inevitably would, and 
I wonder whether as a matter of ‘public policy you think that the 
requirements ' of section 18 should be relaxed for this kind of an 
agency. 

Mr. Gapspy. I cannot help feeling that if\ thé securities of the in- 
vestment company are to be handed .out to thé public or sold to the 
public that the statement of. policy of the Congress 'in enacting the 
Investment Company Act is still applicable; and. it has proved to be a. 
salutary provision in the administration of the act. 

Senator Ciark. Of course, that would not apply if there were ‘less 
than a hundred investors, would it? : 

Mr. Gapssy. A hundred investors and which is not making’a public 
offering. If it has more than a hundred investors and is not making 
a public. offering, it is an’ investment company. ‘If it, has less’ than a 
hundred stockholders and is making a public offering; it is. also an 
investment company. 

Senator Cuark. I see. -A public offering. Refresh my recollection 
as to how that is defined. . 

Mr. Ganvspy. There is no definition, and the Supreme Oot! in the 
Ralston Purina case has negated any idea that it: is a pure matter of 
numbers and has indicated that it was a matter of the necessity ‘of the 
information being made available to the investors. - 

Senator Ciark:: I think I remember now. Go ahead. It has-been 
along time agosince I used to deal with these things. 

Mr. Gapspy. Under section 501 of S. 3643, the amount that the pro- 
posed investment companies may borrow from the Small Business 
Administration its fixed at an amount equal to twice that of the paid-in 
os and surplus of the investment company, that is, two-thirds 
debt and one-third stock. While this is stated in terms.of a maximum 
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amount, it could be interpreted as an authorization, in which case it 

would conflict with the asset coverage requirements of section 18 

of the Investment Conipany Act. It would appear that it is only 

= this one respect that S. 3643 conflicts with the Investment Company 
ct. 

Both bills vest similar authority in the small-business regulatory 
agency to conduct examinations and require the filing of reports by 
‘ the investment companies. These matters are covered also by the 
Investment Company Act and would appear to present a problem of 
overlapping jurisdiction between the small-business agency and this 
Commission. pe : 

It is suggested that this,can be overcome by conferring upon the 
small-business agency those-areas of regulation not now vested in the 
Commission. 

Thus, for example, that agency could be authorized, as the bills do, 
to grant. permits to the proposed investment companies and to pre- 
scribe standards of eligibility for loans. On the other hand, the Com- 
mission would; under \the. Investment Company Act, regulate the 
reports of these companies. 

In this connection, it may be further noted.that under section 6 (c) 


of the Trivestment Company Act, the Commission is authorized to 


exempt an investinent company from any and all provisions of that 
statute. In appropriate circumstances, where it is demonstrated to 
thé Commission that the supervision of the small-business agency ren- 
ders unnecessary the application of a statutory provision to a particu- 
Jar transaction, the Commission could exempt the transaction, if this 
is the intendment of the Congress. 

The type of program contemplated by these bills appropriately 
lends itself to cooperative regulation by two agencies of the Govern- 
ment, each operating: inits own sphere of expertise. In this pattern 
of regulation, the Commission would exercise its duties and responsi- 
bilities, looking to the protection of the public security holder, whose 
funds are either solicited for investment or have already been invested 
in one of these proposed investment companies. The other Govern- 
ment agency. would direct its activities to assuring that these proposed 
investment companies would channél the resources available to them 
to meet the necessary capital requirements of the small businesses 
which the bills are intended to help. 

I point out the present collateral jurisdiction and cooperative juris- 
diction’ between the Federal Power. Commission and ‘our Commission. 
We have no difficulty Whatever in doing it. 

This Commission is convinced that there is no sound reason for not 
subjecting the proposed. investrhent companies, whether under S. 3643 


or S. 3651, to'the provisions of the Investment Company Act. In- , 


vestors in these companies would surely have'as great a need for, and 
be as deserving of, the full protections afforded by the securities laws 
as investors generally. ; : 

Senator CLarK.’ Do you have any objection to the provisions amend- 
ing the Securities Act of 1933 and the Trust Indenture Act of 1939? 
That is on page 2:of your statement.’ I am just wondering whether 
the only quarrel you have with these two bills is confined to the Invest- 
ment Company Act. 


FINANCING ‘SMALL BUSINESS 239 


' 


Mr. Gapspy. No; itis not. We think that the investors are entitled 
to know exactly what they are asked to buy. They ‘are entitled to 
know the underlying securities that the. investment company holds. 


And we feel that the same requirement for disclosure is present in 
that case as in any case. 


Senator Ciarx. In other words, your position is that. these invest- 
‘ment companies should be subject ‘to all of the presently existing 


uirements having to do with registration ahd, disclosure and super- 
vision by the SEC ? : 

Mr. Gapssy. We believe so, yes. 

Senator CLark. And if we were to accept. your view, then, regard- 
less of whether we took S. 3651 of 3643, you would want to see us 
amend those bills to eliminate all exemptions from present regulation 
and supervision ¢ 

Mr. Gapssy. I think so, yes. 

Senator’Ciark. Thank you. 

Senator Robertson ? 


. , Senator Rozerrson. No, I think he has made.the ‘position of the 

Commision quite plain. : 

Senator.CLark. Senator Proxmire?. 7 a 

Senator Proxmmre. I have no questions. 
' Senator Crark. Thank you very much, Mr. Gadsby. The state- 
ment of Mr. Gadsby as Chairman of the Securities and Exchange Com- 
mission will,be'printed in the record at this point. 
' (The prepared statement of Mr. Gadsby follows:) 


STATEMENT OF Epwarp N. GapsBY, CHAIRMAN, SECURITIES AND EXCHANGE 
CoMMISSION 


Mr. Chairman and members of the committee, my name is Edward N. Gadsby. 
I am from the Commonwealth of Massachusetts and am Chairman of. the Securi- 
ties and Exchange Commission. I am accompanied today by my fellow Commis- 
sioners, Andrew Downey Orrick, of California ; Harold C. Patterson, of Virginia ; 
‘Earl F. Hastings, of Arizona; and James C. Sargent, of New York, and also 
by certain members of the Commission staff. 

As requested by the chairman of this committee, the Commiission on April 18, 
1958, submitted a memorandum of comment on S. 2160, S. 2185, S. 2286, and 
8. 3191. The chairman of the committee also invited our comments on a 
committee print of a bill which was introduced on April 21, as 8. 3651.., In addi- 
tion, on the same day there was introduced S: 3643. The primary interest of our 
Commission in, the foregoing bills, insofar, as concerns their consistency with 
eXisitng legislation, is limited to provisions which they contain for exemptions 
from the statutes*which the Commission administers. The Commission is most 
concerned with and sympathetic to necessary measures to aid small business 
in its efforts to raise capital, and has made serious efforts recently in this regard 
within the framework of the existing statutes. However, we are.of the opinion 
that any exemptions proposed from the statutes under which we operate should 
be consistent with the basic policies of investor protection embodied in those 
statutes. 

‘We have no comment with respect to S. 2185 and S. 2286, since: they do*not 
appear to ‘have any effect on matters within our jurisdiction. Each of the 
remaining bills contemplates the creation of investment’ companies for the pur- 
pose of assisting in the raising. of capital for small business concerns. In’ this 
statement, I shall confine my remarks to S. 3643 and 8. 3651, which bills’ have 
been the focal point of these hearings, and as to which this Commission has not 
previously commented. I am authorized to advise you that these remarks reflect 
the unanimous views of the members of the Commission. 

Both: 8. 3651 and S. 3643 contemplate that securities’ of the proposed invest- 
ment. companies, will be acquired by private investors.. In section 407 of 8. 
3651, provision is made for amendment ‘of the Securities Act of 1933 and the 
Trust Indenture Act of 1939. The amendment would authorize the Commission 








240 FINANCING ‘SMALL BUSINESS 


to exempt securities issued by the proposed investment companies from the 
Securities ‘Acts and Trust Indenture Act by rule and regulation, and subject to 
terms and conditions; if theCommission finds, having regard for the purposes 
of the bill, that the enforcément of the Securities Act and Trust Indenture 
Act is not necessary in ‘the public interest and for the protection of investors, 

S. 3643 in section 701, would provide an automatic exemption from the registra- 
tion provisions of the Securities Act for any security issued by the proposed 
investment companies. The bill makes no reference, however, to the Trust 
Tudenture Act. i 

As the committee knows, the Securities Act has two basic. objectives : 

(1) to compel disclosure to investors of pertinent and material financial 
and other information concerning securities offered for public sale by use 
| Of the mails: and other instrumentalities in interstate commerce, and (2) 
: To prevent misrepresentation, deceit or other fraudulent practices in the sale 
of securities genérally. 4 © , 7 

This disclosure is accomplished by requiring that the prospective issuer file 
‘with the Corimission a registration statement and a. related prospectus con- 
taining significant information about the issuer and the offering. These docu- 
ments are dpen to public inspection as soon as they are filed. -The registration 
statement must become effective before.the securities may be sold to the public, 
and.a copy of, the prospectus must be furnished to the purchaser at or before 
the sale or delivery of the security. Both, thé registrant and any underwriter 
are'responsible for the contents of the registration statement, any false state- 
ment in which may subject each of them to*severe criminal and civil liability. 
The Commission has' no authority to control the nature or quality of a security 
to be offered’ for public sale or to pass upon. its merits or the terms.of its dis- 
tribution. ; 

It should be emphasized that the registration provisions of the Securities Act 
are not applicable to all security offerings, but only to securities.which are offered 
to the public. Section 4 (1) of the act specifically exempts “transactions not 
involving a public offering.” Consequently, if the offering of securities ,of a 
proposed investment.company is restricted in a manner consistent with. this ex- 
emption, the registration provisions of the statute would not come into play. 
Therefore, the exemptions contemplated by the bills now under, review is neces- 
“sary only in order to free from the registration provisions of the Securities Act 

‘ situations where the general. public is being solicited to invest in such securities, 

In addition, provided that the proposed investment companies are not subject 
to the Investment Compariy Act of 1940 as S. 3642 proposes—a mater which J 
shall discuss later—these companies may, be able to avail themselves of two 
other exemptions froth registration under the Securitiés Act, even though a public 
offering is, involved. It‘is provided im section 3 (a) (11) of.the Securities Act 


hat a security offering is exempt ‘which is confined to the residents of the State 


within which. the,issuer is ee and is also doing business. The second 
exemption. is provided by regulation A, which the Commission adopted pursuant 
to section 3 (b) of the Securities Act: That section authorizes the Commission 
to exempt any class of ‘securities if it, finds that the enforcement of the registra- 
tion provisions of.the' act with, respect to such securities ‘is not necessary'in the 
public interest and for the protection of investors by reason of the small amount 
involvéd or the limited character of the public offering.” provfded no issue shall 
be exempt the aggregate offering price of which exceeds $300,000. I might note 
in this.connection that: on June 26, 1957, the Senate pased S. 2299 which would 
increase this dollar ceiling to $500,000:. The following day 8S. 2299 was referred 
to the Cothmittee on‘ Interstate and Foreign Commerce, House of Representa- 
tives.} In addition, as part of its legis|ative program the Commission has recom- 
mended a similar amendment to section 3 (b). 

Regulation A is designed ‘largely as a protection against fraud. The regu- 
lation requires the use of an offering circular containing prescribed minimum 
disclosures Of pertinent information about the business of the issuer. The re- 
quirements of the regulation can be met by filing. with any one of the nine regional 
offices of the Commission, a form of notification, copies of the offering circular 
and certain specified exhibits! The regulation further provides that the Com- 
mission may suspend the exemption by order for failure to comply with the regu- 
lation. Under this procedure ‘a method is provided which is less expensive and 
time-consuming, than full registration, and through which issuers seeking rela- 
tively small amounts‘ of money may .sell their securities in interstate commerce 
without complying with the registration requirements of the act. 
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The Trust Indenture Act is closely integrated with the Securities Act of 1933. 
It was passed by the Congress after studies and reports ‘by the Commission had 
revealed that trust indentures very frequently wholly failed to provide a mini- 
mum protection for security holders and that they customarily absolved trustees 
from even minimum obligations in the discharge of their trusts. Their statute 
requires that bonds, notes, debentures, and similar securities publicly offered for 
sale be issued under an indenture which meets the requirements of the act and 


- has been duly qualified with the Commission. These requirements establish — 


designated standards of eligibility, qualification, and independence of the cor- 
porate trustee in order to provide reasonable financial responsibility and dre 
designed to minimize conflicting interests. An exemption is provided for any 
security not issued under an indenture, if the amount issued within any 12-month 
period does not exceed $250,00. . Since the Trust Indenture Act and the Secur- 
ities Act ought to be closely related in their operation, the Commission has also 
proposed; as part of its legislative program, an increase in the ceiling to'$500,000. 

S. 3643, as I have already pointed out, would provide that securities: issued by 
the investment companies be favored with an automatic exemption from the 
registration provisions of the Securities Act. S. 3651, whichdoes not provide for 
an automatic exemption, was drafted with the intention ‘in mind to strike a 
‘balance between maintenance of the disclosure policy embodied in the Securities 
Act on the one. hand, and on the other, a desire to make available to the proposed 
investment companies in a proper case some relaxation of thé régistration re- 
_ quirements of .the Securities Act. The bill does not’ establish any definitive 


standards to guide the Comniission in the exercise of this discretion. ‘The only’ 


basis for an exemption would presumably be the supervision of these companies 
undertaken by the Small Business Investment Administration and the extent 
.of this supervision is discretionary with that agency. ‘However, we do not believe 
that supervision of the operations of a company necessarily. forecloses the need 
for disclosure ‘to investors of information necessary for the formulation ,of an 
informed judgment as to the investment merits of the security being offered them. 
, Phis*is particularly true where the interest of the regulating agency may be 
primarily directed to the making of advances to the investment companies., The 
interest of a regulatory body in this aspect of the matter is not necessarily 
identical with the interest of the.security holders of the investment company. 

The need for application of .the disclosure requirements ‘and- the protective 
features of the securities laws is emphasized -by the issue to.the public of ‘debt 
securities by the investment’ companies, affirmatively conteniplated in section 403 
of S: 3651 and not. prohibited by S. 3643. The bills are designed to assist small 
business concerns which cannot raise capital through conventional means. Under 
-their provisions, such concerns would be permitted to engage in debt financing 
through the proposed investment companies and would not be required to use 
equity finanting. In this connection, I should point out that section 501 of 8. 
3643. and section’ 404 of 'S. 3651, while speaking in terms of “equity type financing” 
and “equity. capital,” respectively, provide that the small business concerns will 
_raise capital from'the investment companies through the issuance of convertible 
debentures.. aan’ 

From the viewpoint of the issuing corporation, it does not seem appropriate 
to characterize the issuance of.such debentures as equity financing. The issuer 
of a convertible debenture is,a debtor obligated to pay certain fixed charges. 
This burden continues for the-term of the debenture unless the holder of the 
debenture exercises his option to convert and thus. to change his status from 

* creditor to stockholder. The.issuer has no choice-in the matter. .In any event, 
since the securities constituting the assets of the investment company might be 
characterized as’speculative, and since this “would carry over.to the securities 
issued by the investment. companies themselves, it seems clear to us that there 
is a real need for preservation of the disclosure provisions of the securities laws. 
Such disclosure seems particularly necessary -with respect to persons who are 
being asked to.buy debt seciirities of such investment companies. 

In addition, both S. 3651 and S. 3643 provide for resale by the proposed invest- 


ment companies of: the: securities. which they acquire from business enterprises. , 


--The exemptive provisions of neither. bill would appear to have application to 
such dispositions, since the exemptive provisions apply only to securities issued 
by the proposed investment companies. . In the event of any distribution which 
would otherwise be subject to the Securities Act, public investors should, of 
course, be afforded the protection of the disclosure provisions of that statute. 

As I have stated, the Commission is very sympathetic to necessary Measures 
to aid small business in its efforts to raise capital. But this should be done 
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with due regard to investors who are expected to finance these investment com- 
panies. We believe that any, exemption from the secutities laws must be based 
on a clear demonstration that'in:the proposed area of exemption there is no need 
for the protections which the Congress ha's clearly declared to be necessary in 
the public interest. a that such protection is necessary in this situation. 

S. 3651 does not niake it clear whether or not the proposed investment com- 
panies are to be subject to the provisions of the Investment Company Act of 1940, 
Such companies which have ‘issued securities to the public would undoubtedly 
fall within the definition of “investment company” under the Investment Com- 
pany Act and become subject to regulation under that act. S. 3643 in section 702 
provides for an exemption from the Investment Company Act for any investment 
company chartered or operating under the bill. 

The Investment Company Act was ‘passed after extensive studies made by the 
Commission pursuant to congressional direction. It was the conclusion of the 
Congress, in the light of the récord of abuses that was there: revealed, that 
investors in investment companies needed special protections over and above 
those provided for by the Securities Act. To that end, the act provides for the 
registration and regulation of ‘companies engaged primarily in the business of 
invésting, reinvesting, holding, and trading in securities. The act requires, among 
other things, disclosure of ‘the financial and investment policies of these compa- 


nies, prohibits them from changing the nature of their business or their invest- 


ment policies without the approval of their stockholders, regulates the means of 


custody of the companies’ assets, places certain controls upon the composition of ° 
the boards of directors of such companies, requires management contracts: to be, 


submitted to security holders for their approval, prohibits transactions between 
such companies and their officers, directors, and affiliates except with the approval 
of the Commission, and, regulates the issuance of senior securities. 
‘The provisions of the Investment Company Act are not applicable to a company 
with less than 100 stockholders which is not making a public offering. Conse- 
quently, any exemption provided for, the proposed investment companies would 


of necessity have as its purpose the exclusion of investment companies with an . 


investor interest which the Congress considered sufficiently significant as to re- 
quire the protections of the Investment Company Act: I recognize that the bills 
provide for some reguiation of these companies by a Government.agency. How- 


ever, this regulation; at least in terms of the standards prescribed by the. bills,, 


does not have as its direct aim the protection of investors. The regulation im- 
posed on these corporations by the Investment Company Act is directed to that 
“very purpose. Furthermore, ‘the extent of regulation under the bills is discre- 
tionary with the agency. On the other hand, the Investment Company Act 
defines numerous areas of regulation directed’ to investor protection. which .ex- 
perience. has. shown to be necessary, and'in some respects has, had adequate 
judicial interpretation and support. In addition, the orientation of regulation by 
an agency concerhed with the. financing of small business here, as in connection 
with the other legislation I ‘have alluded to, could very well be vastly different 
from that of.an agency concerned with investor protection. The ‘small-busihess 
agency might, from the very nature of its primary functions, be less sensitive to 
the need for investor protection. ; 

Section 403 of S. 3651 gives a borrowing power to small- business investment 
companies subject to the regulations of the Small Business Investment Adminis- 
tration. If such companies are registered under the Investment Company Act, 
they will be subject to the prov isions of section 18 of that act. which’ contains 
certain requirements covering the’ issuance of debt securities by registered closed- 
end investment companies. The most important requirement ‘of section 18 is 
that there be a 300-percent asset coverage for the indebtedness, that is, one-third 
debt and two-thirds stock. The purpose of this provision is clear. In this con- 
ne¢tion it is noteworthy that in passing the, Investment ‘Company Ach, the 
Congress in section 1 (b’)) (7) declared that— 


the national public interest and the interest of investors are adversely affected— 


(7) when investment companies by excessive borrowing and the inssuance 
of excesive amounts of senior securities incredse unduly the speculative 
character of their junior securities; 

Since section 403 (b)., fixes a maximum for the obligations which can be pur- 
chased by the Small Business Investment Administration at any one time of any 
small-business investment company at 50 percent of the pdid-in capital and 
surplus of the latter company, the provisions of this section are not necessarily 
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t 
inconsistent with the requirements of the Investment Company Act.. It, would 
be possible for a company to comply with the section 18 requirements and borrow 


‘up to the maximum permitted by section 403 (b). It is recognized, however, 


that there would be ,a conflict. with. section 18 if the Administration extended 
the maximum credit and the investment company proposed t borrow from other 
sources and was authorized to do so by the Administration. 

Under section 501 of S. 3643, the amount that the proposed investment com- 
panies may borrow from the Small Business Administration is fixed at an amount 
equal to twice that of the paid-in capital and surplus of the investment company, 
that is, two-thirds debt and one-third. stock. Whiile this.is stated in terms of a 
maximum amount, it could be interpreted as an authorization, in which case it 
would conflict with the asset coverage requirements of section 18 of the Invest- 
ment Company Act. It would appear that it is only in this one respect that S. 
3648 conflicts with the Investment Company Act. 

Both bills vest similar authority, in the amall-business regulatory agency to 


_ conduct examinations. and require the filing of reports by the investment com- 


panies. These matters are covered also by the Investment Company Act and 
would appear to present a. problem of Overlapping. jurisdiction between the 


. small-business agency and this Commission. It is suggested that this can be 


= 


overcome by conferring upon the small-business agericy those areas of regulation 
not now vested in the Commission. -Thus, for example, that agency could be 
authorized, as the bills do, to grant permits to the proposed investment com- 
panies and to prescribe standards of eligibility for loans. On the other hand, the 
Commission would, under the Investment Company Act, regulate the reports of 
these companies. In this connection, it may be further noted that under section 
6 (c) of the Investment Company Act, the Commission is authorized to exempt 
an investment company from any and all provisions of that statute. In appro- 
priate circumstances, where it is demonstrated to the Commission that the super- 
vision of the small-business agency renders unnecessary the application of a 
statutory provision to a particular transaction, the.Commission could exempt the 
transaction, if this is the intendment of the Congress. 

The type of program contemplated by these bills appropriately lends itself 
to cooperative regulation by two agencies of the Government, each operating in its 
own sphere of expertise. In this pattern of régulation, the Commission would 
exercise, its duties and responsibilities, looking to the protection of the public 


_ security holder, whose funds are either solicited for investment or have already 


been invested in one of these proposed investment companies. The other Govern- 
ment agency would direct its activities to assuring that these proposed investment 
companies would channel the resources available to them to meet the necessary 
capital requirements of the small business which the bills are intended to help. 


,An illustration of this type of cooperative regulation is found in the case of a 


natural gas transmission company which ‘is a subsidiary of a public-utility 
holding conipany subject. to the jurisdiction of our Commission under the Public 


_ Utility Holding Company Act, of 1935 and also to the jurisdiction of the Federal 


Power Commission under the Natural Gas Act. Thus, it is within the exclusive 
province of that Commisison to determine whether a certificate of public con- 
venience and necessity sheuld be isstied for a transmission line, but the method 
employed to finance the line, for example, is subject to our jurisdiction. 

This Commission is convinced that there is no sound reason for not subjecting 
the proposed investment companies, whether under 8. 3643 or S. 3651, to the pro- 
visions of the Investment Company Act. Investors in these ‘companies would 


. surely have as great a need for, and be as deserving of, the full protections afforded 


by the securities laws as investors generally. 


Senator Crark. Mr. John Clark. 
Mr. Clark, we are happy to have you here.’ I know your, firm is 
expert in this field in which we are taking testimony with the thought 
in mind we may come up with some legislation. ! 

Your statement is relatively brief. I suggest you just go ahead 
and read it, and, if you do not mind, perhaps we will rapt from 
time to time for clar ification purposes. 
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STATEMENT OF JOHN CLARK, ARTHUR D. LITTLE, INC., NEW 
YORK, N. Y. 


Mr. Crarxk., My name is John Clark, and I am a member of the 
staff of Arthur D. Little, Inc. At the request of the Federal Reserve 
Bank of New York, we participated in their study of the financing 
problems of small business. Our particular assignment was to de- 
scribe some of the reasons why many small manufacturing concerns 
have difficulty in obtaining the capital they need. 

This was one study in this group of studies that was concerned 
more or less with why the concerns had trouble getting the capital 
they need rather than’ establishing the fact that they did have 
difficulty. a | 

To give some background, Arthur D. Little has been conductin 
research for. clients, both large and small, for over 70 years. Much 
of our research is of a technical nature, but over the last 15 or 20 
years we have done a great deal of research on business and manage- 
ment problems for clients, and, in particular, we have worked with 
a number. of public and private clients on programs to promote the 
industrial development of a region. These have been both foreign 
and domestic. : 7 

One of the basic problems we have encountered again and again 
in both corporate and regional development is how to make available 
to new concerns or to existing small manufacturers who wish to 
expand their operations the capital they need. 

It is understandable why many small manufacturing enterprises 
have difficulty obtaining financing. Typically, management author- 
ity and responsibility are majnly centerd in one man who not only 
exercises direct personal control over company operations but who 
usually has a substantial ownership interest. 

‘Because of'the varied and complex. problems he faces,: his time, 
energy, and attention are spread very thin. As a result, in many 
instances, problems do not, receive enough consideration and study by 
management. | Pa 

Also, managers of small concerns usually want to retain personal 
control over policies and operations and to be succeeded by members 
of their family... This, in turn, makes it difficult for them to attract 
good second-line management, and risks from undermanagement and 
Jack of qualified successors are increased. 

Further, management’s problems may be compounded by the dis- 
advantages of small size in an economy characterized by mass produc- 
tion and distribution. In many industries, small enterprises are at 
a disadvantage with large competitors in marketing, introduction of 
new products, research and development, and purchasing. 

For example, in regard to marketing, small concerns frequently 
rely on manufacturers’ agents or distributors to sell their products 
because their volume is not gréat enough to enable them to: support 
a large sales force to sell direct to customers as.do their larger com- 
petitors. This gives the small concern widespread coverage in the 
market but little direct control over the nature or intensity of the 
sales effort. Further, they are at a disadvantage where advertising 
and promotion are concerned. 

Often, a small concern is unable to take full advantage of new prod- 
uct developments because of limitations in production and marketing 
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capabilities and the difficulty of protecting against copying by com- 
titors. As a result, in many instances, managers of small concerns 
lieve they have more to gain from making minor improvements in' 
existing products than from spending their limited resources to de- 
velop and introduce completely new products, and, I might say, this 
in spite of ‘very great necessity for. developing new products. 
' In many instances small’ manufacturing concerns have not kept 
pace with industry trends in research and development. This is at 
a time when rapid advance in science and technology is one of the out- 
standing characteristics of the American economy. Certainly part 
of the problem here is cost. In practice it costs as much to do lab- 
oratory or market research on a specific problem for a small as for a 
large company: Since research may be successful or unsuccessful— 
there is a great deal of risk in research—the expenditures involved 
represent relatively greater.risks for small than for large companies. 

On this specific point of assistance with technical problems, Arthur 
D. Little.now offers a technical counseling service to small- and 
medium-sized New England manufacturing concerns. Under the 
program, which was started 3 years ago, we provide 2 to 3 man-days 
of technical assistance monthly to clients for a small fixed monthly 
charge. Because of possible conflict of interest, the number of small 
“companies we can serve in this way is limited. I would estimate be- 
tween 20 and 25 companies could be served in this way at, any one time. 

For this reason, we do not feel that we have solved’ the problem even 
in New England, but we would like to see similar assistance offered 
elsewhere. ve 

And there is one point here. Whoever is offering the assistance has 
to be located fairly close to the people he is serving, otherwise travel 
time and ‘travel costs become very expensive. 

Even in production, perhaps small enterprise’s area of greatest 
strength, a small concern is at a disadvantage in those industries 
where mass production with specialized, automatic equipment -is 
characteristic. 

Also because of specialization, dependence on either a few custom- 
ers or on a limited geographical market, and the sensitivity of lenders 
to the risks of small enterprise, a decline in general business activity 
creates more serious financial problems for managers of small than 
of large companies. | 

I think it would be very timely to find some way to give assistance 
to small manufacturing enterprises at the present time. ‘ 

Thus, generally speaking, financing of small manufacturing enter- 
prise offers greater and less assessable risks ‘to lenders and. investors 
than do.many alternative investments. 'The most, important factor 
affecting risk, managerial ability, is difficult to evaluate, particularly 
in new or rapidly expanding concerns where there is‘no record of 
performance to judge. 

Lenders and investors put' great emphasis on a concern being well 
established and having a proven earnings record extending over sev- 
eral years. Many small concerns cannot meet these requirements. 

Further,:as ‘a general rule, lenders and investors associate, large 
size with security and small:size with riskiness. | 

It is difficult to visualize any substantial change in most of these 
characteristics or conditions that would make it any easier for small 
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manufacturers to obtain capital from presently existing financial 
institutions. f 

Thus, if capital is to be made more easily available to small con- 
cerns, new sources of capital must be developed. 

Senator Rosertson, May I interrupt there? 

Mr. Crark. Yes. ) 

Senator. Roperrson. Mr. Chairman, I would like to make a brief 
comnient to go into the record in connection with this witness’ testi- 
mony because we are: going to mark up the Interior bill and I have 
got to be over there at 10: 30. 

Senator Crark. Certainly, Senator. Please proceed. 

Senator Roperrson. Mr. Chairman, I have been very: much inter- 
ested in this testimony of an expert, who has studied objectively the 
problem of equity capital for small-business. He has pointed out 
that that we do not want to approach the problem from the point of 
view of the issuance of stock, that that would mean the loss of control. 

Mr. CuarK., Yes. © * f . 

Senator Roserrson. And if we approach it from the viewpoint 
of debentures, that just means more debt and maybe very burdensome 
debt. | 

The thing I want to emphasize~—and I think we should have more 
testimony on it or else the staff certainly should go into it very fully— 
is the items mentioned by this expert on what has kept small busi- 
ness from getting plenty of equity capital in the past. 

He says those problems have not been solved and that they are 
always, like the poor, going to be with us. 

He. mentions small businesses do not have resources for research. 
They do not often have adequate marketing facilities. And, too fre- 
quently, the management of a small company rides on the life of one 
man. When: he dies there is no management that 20 or 30 years from 
now an investor can look to for the security of his investment. And 
he ‘said those things have prevented the free flow of risk capital to 
smaller business in the past and that this legislation is not going to 
materially change it. 

Senator Crakk. Would the Senator yield? 

Senator Roserrson., All this legislation would do, Mr. Chairman, 
in my opinion, would be to: set. up a new form of risk capital in 
which, as Mr. Barnes, the first witness said, if a loss occurs, the Gov- 
ernment is going to take the major part of it. 

Is that not your understanding of the two. principal bills that are 
now before us? The Government is going to invest in these invest- 
ment companies, and the’ Government in one way or another will 
stand behind the principal loss and make it good ? 

Senator CuarK. Would the Senator yield. for a moment before the 
witness replies ? 

‘ Senator Rorertson. Yes, 

Senator Crark. I think perhaps the Senator somewhat inadver- 
tently indicated that the witness felt that none of these bills would 
help the situation much. I think 

Senator Rosertson. Well, not that. 

Senator CiarK. I thought the Senator did not mean that. 

Senator Ropertson. He said it would create a new form of risk 
capital. It would not help the situation that has existed which has 
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in the past prevented the private investment of funds i in small busi- 
ness. ‘That problem is still there. They do not havé the research 
facilities. They do not have big marketing facilities. They do not 
have a guaranteed continuity of good management. 

Senator Cuark. My only point was that I think the witness in his 
written statement did, as I read it, endorse S. 3651. 

Senator Roserrson. I would like to ask the witness right now: To 
what extent do you think either one of these bills, and you can indi- 


. . cate which one you préfer, is going to bea real. solution to the 


problem ? 

» ‘Mr. Criark. I think that no one is reall ‘ going to solve the problem . 
completely, but I think what I emphasize was i you depend on exist- 
ing financial institutions to improve the situation you just are not 
going to. get any avneenennes cause the conditions are not going 
to change. 

If it is the policy as decided by Congr ess to try to help wie busi- 
ness, I think some new ‘institutions should be ‘introduced. 

Now, as regards the danger of Government loss on this, actually, 
as set up, I see very little danger of loss of Government funds in 
this.’ In fact, they are very well secured in every respect according 
to the laws.. I think that robably the loss record, if thése bills were 

followed very closely, would be very small. 

_ Senator Roserrson. That is an ehcouraging comment. 

The first witness was.not.too familiar with the bills, to tell you the 
truth, but he thought-that there was some risk in it for the Govern- 
ment and that if the loss came the Government was going to be the. 
_ principal loser. 

on feel that the Government’s participation is pretty well safe- 

guarded ? 

Mr. CuarK. Well, the provisions of the bill, if they are cartied out, 
as I am sure they would be very carefully and consetvatively, cer- 
tainly would not put the Government in position of losing a great 
deal of money, in my opinion. 

Senator Rozertson. Thank you, Mr. Chairman. 

Senator Crark. Mr. Clark, I suggest you now go back to your 
_ written statement and begin with the last. full paragraph on page 4. 

Mr. Crark. Fine. 

Senator Car. We are particularly interested at this point in S. 
3651 and S. 3643. They seem to be the bills i in whi¢h there is the 
greatest interest. 

Mr. Cxiark. Many of these comments do apply particularly to those, 
so I will continue then. 

In several of the bills there is the provision that equity capital shall 
be supplied to small concerns only through the purchase of debenture 
bonds which are to be convertible into.common, or common and pre- 
ferred, stock. 

I would like to just put one ‘comment in here. Most of the com- 
panies wanting equity capital are either brandnew companies or very 
rapidly expanding companies, say, serving the defense industry, in 
which their volume just shoots up. For most of the other companies 
that are enjoyin sien rapid expansion I think in many cases long- 
term debt would be Sardielie appropriate. ; 

Now, according to the provisions of several of the proposed bills, 
the only way they could get equity capital would be to first assume 
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debt. This seems a little bit restrictive to me. Also it is the sort of 
a situation in which if the company turns out to be a success we ¢on- 
vert the stock, and ‘if it does not turn out to be a success he still h 
adebt. Whether this is equitable is open to question. ; 

In many cases, the fact that the stock might later be sold to unknown 
investors might prove to be a very serious barrier for some companies 
in their desire to take this form of assistance. 

I think that undoubtedly in: a.number of specific situations. this 
method of financing would work out very well, but it hardly represents 
. an avenue of financing which will apply. to all small business equity. 

—— and for that reason I think the provisions should be -more 
exible. bs be" ; 

‘Some of the bills’ quote maximum interest rates on long-term loans. 

. Actually, the financing heeds of different concerns vary greatly, and 
the laibding or investing ageticy is going to have expenses for investi- 
gation of applicants for loans or investment, which costs are, going 
' to vary from company to company and with the size of the loan or in- 
vestment. ts ' ‘ 

In, other words, the percentage cost of the loan or investment, com- 
bined with the fact that interest rates change from time to time and 
risks vary from company to company and with time. The setting of 
rigid terms seems unwise. Certainly, all of the interest rates quoted 
. were low and conservative. But I think they could even go higher 
in certain cases and at certain times. 


What we are talking about is the difference between paying maybe 


6 or 7 or 8 percent and paying 14 to 20 percent. 

So there is a great deal of range here, I think, at the lower levels 
in which interest rates could vary. 

S. 3643 sets a maximum investment by an association in any small 
business ‘concern of $250,000. This seems low. The limits estab- 
lished by S,,3191 and S: 2160—S. 3651 has an open provision on this— 
seem to more nearly meet the needs of small, growing business for 

equity capital and long-term debt. , 
‘ -The-next comnient applies to two bills that have beer in longer, S. 
2160 and S. 3191: In one of them there is a $5 million minimum 
capital, and in the other one you have to have 25 small concerns to start 
with. This is pretty difficult to organize. My suggestion was. in 
some regions a minimum of $100,000 capital and 10 concerns would 
seem more appropriate. 

Senator Cxiark, ‘I think one of the problems is whether we want a 
great: proliferation of these investment companies or a relatively small 
number strategically located geographically. 

I am not sure what is right. What.do you think? 

Mr. Cuark. I am not sure either, so I will leave that. 

The restrictions in S. 3643 which say that no financial assistance 
will be provided which will cause a relocation of all or part of a small 
business concern so as to effect a significant. reduction in employment 
in the general area of original location or will provide facilities to be 
made available to‘a small business concern at a subsidy to induce any 
relocation would be very difficult to administer. 

One of the ways a small concern expands is to build a branch plant. 
In many instances, this is at a different location than the main plant, 
so that the market can be better covered, service improved, and trans- 
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portation costs reduced. Now, this: may ‘sarah in Some decrease in 
employment in the home plant, at, least temporarily, but such expan- 
sion would seem to'be desirable from every point of view and should 
be encouraged. It is difficult to, see that the problem of. transient’ 
industry is serious enough to require restrictions, so capable of mis- | 
interpretation. “: 
Senator Crark. Let: me interrupt you for a minute there. This 

subject on which you are speaking is the subject of some disa _ 
‘ment, I think, between members of the committee. Those of us 

old, established areis are alittle afraid of encduraging our veuiiiae 
‘industri ies to runaway to other areas, and some of us ‘from those other 


_ areas would like to see them, run away or at least not canyenegs 


them. * sey M 
Do you not think, that there aré some economic and social aspects 


, of—well, let’s just take it right on top of the table. The flight of the 


textile industry to the South, for example. We get into this whole, 
question of union' labor and a number of other bis complex: and 
difficult things. 

I personally have rather tended to have a, runaway clause, in the 
act. I-gather you are against it. How would you protect against 
or would. you not try to protect against the flight of industry from 
New England or Pennsylvania ? 

Mr. Crark. Well, frankly, I do not think the provision is neces- 


sary really, because T do not think the problem is that severe. . And, 


believe me, where the problem does exist, this provision is not going 
to keep an industry from moving. 

Senator Ciark.. We have the same problem in the, area redevelop- 
ment bill which has now come out on the floor of the Senate, where , 
there is, by a very close vote of this committee, a, provision which 
would prohibit the assistance of Government to a depressed area where 
the end result w ould be to take industry away from;another depressed 
area. 

Mr. Crark. Well, let’s say that if a concern has to move, I think 
it is going to move regardless of the provisions of this bill. 

Senator CLarK., You do not think there is much. enticement in- 
volved ? 

Mr. Crarx. I do not think there i is.a great deal. In some cases, the 
concern has to move anyhow. .. I mean it just cannot exist where it is. 
And I think a lot would depend on how the’ provisions of this bill 
were interpreted if it included such a clause. It could be carried to 
an extreme, and, under the pressure of the home-town constituency, 
the issue might be raised when there really was not a trie issue. 

Senator CrarK. Perhaps Senator Fulbright would like to develop 
the testimony of a witness favorable to his own point of view. 

Senator Futsricut. The witness has volunteered such testimony as 
all sensible, impartial witnesses do if they are not led along and had it 
suggested.they take some other view. 

Senator CrarK. You would like to leave the record just the way 
it is? 

Senator Futsricut. I think his testimony is very appropriate. 

It is always true, is it not, in your knowledge of these activities, 
that those who have become established and have become more or less— ° 

“routinized” I suppose is one word—are accustomed to certain condi- 
tions and resent any change, do they not? 
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Mr. CruarK. Yes. 

Senator Fursricut. And as conditions change, as they continually 
do change—that is, the conditions of industry, the fashions, the de- 
sires of people—those who have established .a-business resent it, and 
they seek to put obstacles in the way of any changes, dothey not? The 
industrialists do it in the same way that labor tends to resist the intro- 
duction of.any new changes, do they not, which change the conditions 
ofemployment? .Hasthat not been the history of it? 

Mr. CrarK. Well, I think this question of change and resistance to’ 
change is again very appropriate at the present time because the rate 
of change has speeded up in so many, ways—in the relocation of in- 
dustry for market reasons, for economic reasons, as well as the develop- 
ment of new products which more or less obsolete old industries—and 
in this case-you do have change. 

Let’s just say that I think there are soine instances where there has - 
been enticement, but they have been, I think, advertised beyond their 
worth. I would think that most of the moves that have been made 
have been made for sound economic reasons. 

Senator Crarx. I think it is particularly important that you should 
testify. that wav since your business is largely:in New England. 

Mr. Crark. Well. we are located in New England, but our business 
is largely outside of New England. | 

‘Senator Crark. You do not have that traveling expense problem 
you spoke about a minute or two ago? 

Mr. CrarK. Well, most of our services really are with large com- 
panies, and traveling expenses are not a major item there. 

But we have tried to establish this assistance in New England for 
the small companies who certainly need assistance in a number of 
cases. But that is avery small part of our business. 

Senator Futsrient. But small companies in New England are faced 
with many of the same problems small companies anywhere else are. 
These same conditions apply, do they not ? 

Mr. Crark. Yes. And at the same time I would like to point out 
that in New England there has been a tremendous number of new 
companies in advanced fields of technology develop that take the place 
of some of the older companies, which is the normal change that does 
occur. 

Senator: Fursrient. One of the principal advantages, of course, 
which New England would like to retain is the presence of adequate 
capital in their institutions there. She has tremendous insurance 
companies, mutual savings banks, banks, and so on. And in the 
course of the last 100 or 200 years they have accumulated adequate 
capital for their needs. 

Mr. CrarK. That is right. 

Senator Fursrien. I suppose it is only human nature they would 
like to return that advantage. They are not enthusiastic about per- 
mitting any other areas to have adequate capital. That is human 
nature. 

Senator Busn. Oh, wait ‘a minute there.. If the Senator will 

ield 
Senator Furerient. I do not yield. You will have your oppor- 
tunity to rebut it. I am merely saying that this is not the first time 
I have encountered it. When the RFC was in operation, the repre- 
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sentatives from New England sought to put in this same,kind of re- 
striction that no loan should be made by the RFC to any company 
that might in any way shift jobs from New England to any other area. 
This is nothing new at all. This is part of the folklore of New 
England. ‘ Be yest 
enator Busu. Would: not the Senator yield for a comment? 

Senator Fu.sricut. Not yet, no. But,these are facts. The intro- 
duction of such amendments were facts; .The great Democratic 
spokesman, Senator Green from Rhode Island, was one of the principal 
advocates of such amendments. They were not adopted, I may say, 
but he offered'them. . ea : 

Senator Busu.. May I say just one word to the Senator? | I think 
there are two different things involved, here. The Senator says New 
England has been reluctant to,export capital. That is not so. New 


' England is not big enough te use—— 


Senator Futsricur. That is not what I said. 

Senator Busn. I think the record so shows. 

Senator Futsricnt. That isnot what I said. I said they had been 
less than enthusiastic in support of an organization such as we are 
advocating here where capital would be made available.. 

New England is quite willing to export its capital at a fee. They 


like to do that. 





Senator Busn. But the point 
Senator Fursrient. The objection is we do not like the fee in many 


‘eases. It.isa little high. 


Senator Busn. I do not think the Senator would want the record 


_to show, if it does, and I thought it did, that New England was re- 


luctant to invest ‘in other parts of the country. 
Senator Fursricnut. I did not say that. 
Senator Busu. Because there js no part of the country which has—— 


Senator Fusricut. I did not say that. The Senator is putting»: 


words into my mouth. 

Senator Busu. I do not mean to. 

Senator Futsricnt. I said they had been less than enthusiastic for 
bills which create institutions such as this one seeks to do. 

Senator CLark. Gentlemen, we are making it a little hard for the 
reporter. Do you suppose we could talk one at a time ? 

Senator Busn. I just wanted to—— 

Senator Fursricgutr. You see, the Senator from Connecticut. is so 
sensitive about this that he reads into something I said something I 
did not say. He isself-conscious about the. control of the capital avail- 
able in this country by New York and New England particularly. 

Senator Busu. Well, it is 

Senator Futsrient. I can only congratulate the foresight of the 
New Englanders in the way they have established their financial in- 
stitutions. They are a matter of envy for all of us. The State of 
Connecticut, particularly, is one of the richest, most prosperous com- 
munities on the face of the globe. I do all honor to the Senator from 
Connecticut for his part in it. 

All in the world we are seeking to do is to let the rest of the country 





have a reasonable opportunity to.obtain capital for the development of 


its companies. 
Senator Busu. The only point—— 
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Senator F ULBRIGHT. This is supposed to be a capitalistic country in 
which we encourage everybody’ to utilize capital for their own im- 
provement. ‘That 1s all in the world these bills are seeking to do. 

Senator Busu. 1 would just like to make one comment if the Sen- 
ator will permit me. 

Senator'Fusrieut. I yield the floor i 

Senator, Bus. He has made his case, and I would just—— 

Senator Funsricy. | yield the floor. 

Senator Cuark. The Senator from Connecticut. 

Senator Busu. I would just like to say that as fat as New England 
is concerned it has been a part of the cowitry where thrift has been 
encouraged and where wise investing has been the characteristic of 
the—— é 

Senator Funzricur: I congratulate the Senator. 

Senator. Busy. 1 want to say tliat there is no part of the country 
similar in size or population where so much capital has been exported 
to other parts of the country on a private basis to encourage industry 
in other States. And this, 1 think, should continue. 

‘That is the only point 1 wanted tomake, Ido not want this reflec- 
tion.on' New Engiand, if indeed there is one, to stand on this record 
unchallenged. ‘Lihat is all. 

; Senator Fuusricur. | can assure the Senator that that is not what 
said. 

Senator Busu. Well, all right. I agree with the Senator that we 
in New England must be very, very “careful that some device for 
attracting industry away from our State or some other State should 
be very carefully scrutinized. We are scrutinizing it very carefully 
in the depressed area bill: And we are scrutinizing it very carefully 
in this bill. 

This does not mean to say that we are not going to support this 
bill. Lam favorably impressed with S: 3643. 

I think there is some merit in it. 

So, with that, I will yield until I have a chance to question the 
witness, 

Senator Cuanx.: I wonder if we could let the witness complete his 
statement. He is almost through. 

Senator Capenart. Off the record. 

(Remarks off the record.) 

Senator Ciark. Back on the record. 

Senator Case. Mr. Chairman, this is a phase of this bill and of other 
bills in which New Jersey is interested, too. 

I would like the judyment of the witness on this point., It is ex- 
pressed pretty much as a conclusion without very much development. 

There is a problem that we in the more settled parts of the country 
have in regard to other parts where labor rates are cheaper, where 
union organization is scanty compared with our own, where the chi- 
mate provides certain advantages and savings, and many other things 
are involved. Certainly we do not want to be a “dog in the manger” 
in any sense, but I wonder if we could just ask the witness to think 
about this a little bit more and see whether there might be some other 
formula which would accomplish a reasonable adjustment of this in 
lieu of the present language. If there is not, or if none occurs to him 
that would be of importance or value, then that is that. 





FINANCING SMALL’ BUSINESS 253 

‘ But I wonder if I, personally, and, all of us perhaps, even more, 
might ask' hit if he would think aboiit this a little more to see if* 
there is some alternative. 
. Senator Ciark. I would be happy to ask the witness to do that. 
I think we should point out that S. 3648 has an antirunaway clause in 
it, and S. 3651 does not, so the problem when we come to mark up 
the bill is whether we want to put it in or not. I think the witness’ 
testimony has been ‘helpful. If he has any further ‘contribution ‘to 
make, I hope he will write us a.letter later on, 

' I wonder if we could get: back to his formal statement. I'think:you 
had progressed, Mr. Clark, to the first full paragraph on page 6. ~ 

| Senator Fu.sricur. Before-we leave that, if I understood the wit- 
ness, you say it is impractical as an administrative matter, that the 
concept may be all right but.that with these expansions of plants, and 
so on, you cannot identify what the effect would be, and that it is un- 
a as a practical matter.’ Is that»not the point you are 
making ? Me 

Mr. CxarKk. Yes, sir; that:is the point. I think that we are defi- 
nitely in sympathy with the provision against luring industry away, 
because we do not think it is wise economically for the region that is 
attracting the industry. But to put the provision in'the bill in its 
present form would be to make the bill practically unworkable in a 
number of cases. 

Senator Futsricut. I would agree with that. .I do not think we 
ought to have a bill that just enabled someone to try to entice any- 
body’s, business away. “That is not the object of this bill at all, and I 
‘donot think it would work that way. caste 

‘These-enticements you mention can be or are being: made in some 
cases. without any bill. I mean that depends on the circumstances. 
Merely to make some capital available on reasonable grounds I do not 
see would have an effect one way or,the other. pat 
_ The principal enticement, may I say, for example, that has been in 
‘much of the news, has been tax advantage. The one in Puerto. Rico, 
for example, you hear more about than.any other. It has absolutely 
nothing todo with this bill: And it will continue regardless of this 

. bill. ena, 
That is the type of thing, at least, that has. been mostly in the 


* news. 


If this capital is available equally in Connecticut, in New Jersey, 
in Missouri, and in Indiana, it does not per se constitute any entice- 
‘ment, because it-would be the same anywhere. 

Senator Case. Mr.’ Chairman, there is perhaps one factor in the 
balance, arid again we are not really “dog in the manger” here., One 
of the factors in the balance, as I mentioned before, is the relative 
labor cost, the fact of easier handling of labor problems, perhaps 
short-run, between management and unorganized labor in some areas 
and managerent and organized labor,in other areas, though that I 
think is debatable as far as the long-run situation is concerned. 

I wonder if. this is a desirable way to attempt. to deal with the 
problem or whether some-other way might be found, whether. con- 
ditions to loans might contain something about equalization of labor 
organization, that sort of thing. | ; 
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We get into a difficult problem, of course, and we do not want to 
overcomplicate the situation. But this is not a problem just to be 
sloughed off, in my view. ; 

Senator CLARK. If I-might comment, it seems to me that there is 
a real difference of opinion here on perfectly legitimate grounds. I 
can see that a strong argument can be made for having no ‘such clause 
in the bill and that a pretty strohg argument can be made for havi ing 
such a clause. But I cannot see why, Mr. Clark, you think this is so 
administratively difficult to enforce. 

I call your attention to subsection 3 on page 11 of S. 3643, and I 
quote it: 


No financial assistance shall be extended by the Administration pursuant 
to this subsection if it will cause a relocation of all or a part of a small business 
concern so as to éffect a significant reduction in employment in the general 
area of original location or will provide facilities to be made available to a small 
business voncern at a subsidy to induce any relocation or will aid any relocation 
for other than sound business purpose and approved by the Administrator. 

I should think the Administrator would not have too much difficulty 
with that. Why do you think he would? 

Mr. Crarx. Well, let’s say the Administrator has loaned to a small- 
business investment association, and the small-business investment 
association has several investments, and one of the investments that 
comes along is a concern that has had to move. In other words, it just 
could. not exist where it was so it has moved to the new location. Now, 
what is a subsidy-and what is not is pretty hard to define. 

In other, words, the terms of the lease or the terms by which a build- 
ing is provided may be hard to classify as constituting a subsidy or as 
being mietely attractive and competitive. 

Do you knock out this investment association eritirely because one 
‘of its investments is‘in a company that has happened to move from 
one section to another? 

Senator CLark. No; I would write this clause right into the bylaws 
of ‘every ‘investment association which the SBA invested, in, and I 
would decentralize the responsibility. 

Mr. :Criark. I’ think the comment I have about expansion -with a 
branch plant is quite valid here. In fact, we are getting in the state- 
mént to the type of organizations which where lures:have been offered 
have been the guilty parties. I think in many cases if a concern is to 
grow it- does. have to establish a branch plant in another location, 
closer to part of its market, 

And a lot has been said’ here about labor costs, but I would like to 
call your attention to transportation costs and the great increase in 
tr ansportation costs. 

Senator CuarKk. I do not want to argue the merits of it with ‘you 
because I think there are two sides to it. 

Mr. Ciark. Yes: 

Senator Crark: All I want to see is why you think it is so hard to 
administer. It does not seem to me it is difficult to administer. 

Mr. Crark. Well, I think, the use of words like “significant reduc- 
tion,” “subsidy,” and words like this. IT. have great difficulty in really 
determining what a “significant reduction” is and what is a “subsidy.” 

Actually,  this‘whole provision, in a sense, since you are furnishing 

capital to these associations at more favorable terms than they might 
have gotten it otherwise, is a subsidy. So practically any aid they 
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ve, then, if you wanted to carry this down through to the ‘last 
interpretation, would be a subsidy. i . 

Senator CrarK. I think it is a question of judgment, and I do not 
think it is particularly profitable to pursue it any further. 

Mr. Cuark. Well, lam very much in sympathy with this, and I just 
wonder if it would be possible to establish the restriction in a declara- 
tion of policy rather than putting it in each of the sections. Certainly, 
in setting policy, I think that it should be set so as to not encourage this 
luring of industry. | 
_ Senator CiarKk. Well, that is all I want. 

Mr. Cuarx. Yes. 

Senator Carpenart. Mr. Chairman? 

Senator CLark. Senator Capeliart. 

Senator Carrnarr. Of course, one of the ways that you can help 
these States far away from the markets, such as Senator Fulbright’s 
State or Tennessee or Montana, is to permit the equalization of freight 
rates, equalization of transportation costs. 

It was rather amusing to me that the old system that we had in ‘this 


country for years of ‘permitting the equalization of freight rates in 
- meeting another man’s cost was»completely kicked out here not so long 


¥ ° “4 a 
ago as a result of the cement case and legislation by a Senator from a 


thinly populated. State who was just working against his own best 


‘interest. Nobody wants to put a factory in, let’s say, Terinessee, or 


’ Jet’s go further west, in Wyoming, because the market to which he can 


sell is limited. He has to manufacture out there in order to sell back in 
Chicago and New York. If he cannot equalize the transportation costs 
between’ Wyoming and New York City, he certainly cannot, compete 
with the manufacturer in New York City, because the market is where 
the population is. , 

I was always amused, at these gentlemen in the thinly populated see- 
tions who were against equalization of freight rates, because they are 
working against their own best interest, 

New Jersey may have some advantages over Arkansas. Arkansas 
has some advantages over New Jersey, too, particularly if an Arkansas 
manufacturer can equalize freight rates. And that is one of the rea- 
sons why they are putting out branch factories today, which is a good 


’ thing. 


- But, getting back to the other thing, Mr. Chairman, we may write 
in here that they cannot loan money to a State credit’ assoéiation for 
the purpose of enticing other manufacturers’ or other businesses -into 
the State. The very purpose of that. credit association is to ‘do that. 
If it is not, it would not do a very good job.’ And I am for them, doing 
it. But if you say'they-cannot use Federal funds to do it, well, they 
will use their own funds to do that and Federal funds to do. something 


- else, you see. 


That is why it is hard to handle. 

Senator CLark. Just, this observation. It has been thy thought that 
the Pee purpose of the legislation would be to encourage existing 
small companies to expand their facilities. 

Senator Carenarr. You mean within the State? 
Senator CiarK. Oh, yes. es 

Senator Carpenart. Yes; it will-do that: 

Senator CrarKk.' That does not involve enticement: 
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Senator Cargenarr. Of course not. But, ordinarily, if you are 
going to-build.up a given section, you want to get somie fairly good 
sized industries that create payrolls. 

" Senator Case. That is’ the depressed- -area bill more than this one, 
The purpose of this is individual companies. 

Senator Carpart. The depressed-area bill had for its purpose that 
too. 

' Senator Ciark. I suggest we get back on, the record at page 6, the 
first full paragraph. The witness is almost through with his state- 
ment, if we could let him complete, then we could all question him. 

Mr. CuakK. Most of the bills provide for additional financial assist- 
ance for local and State development credit: corporations. Such as- 
sistance undoubtedly would:be of potentially great assistance to such 
organizations, in some.areas: particularly. 

It is my impression that most local development organizations have 
provided assistance for existing companies moving to their town or 
community or establishing branch plants. In general, little assist- 
ance has been given to local or to completely néw industry. State 
development credit corporations have provided valuable assistance to 
industries which needed capital and could not obtain it elsewhere, but 
it has largely been debt rather than equity capital. And I would say 
in many cases this has been existing local industry as contrasted to the 
local community which brings in outside industry. 

Further, in general, their loss record is so good that it raises the 
question as to whether too conservative a course has been followed. 

I would just like to say one thing about that. If you are selling 
goods on credit and if you never have a credit loss, I would say you are 


probably ‘not éovering the market, because by expanding your sales’ 


volume greatly and taking a reasonable bad debt loss, your total profit 
can’ be greatly increased.. And this is the point I am making here 
really. If they have no losses, perhaps they are being a little bit 
overly cautious about their loans, 

Senator Ciark: Is that not due to some extent, to the fact they do 
not have enough capital in' most, instances to make very many loans? 

Mr. CriarK. ‘TI doubt if-any of them have loaned—this is at the State 
level—up to their availability. But, again, I do not think-that they 
are either set up to serve the purposes these bills servé, and that is 


équity and long-term debt,.say from $10,000 to over the million-dollar. 


level. ‘None of these:could really take a big equity or 

Senator Criark. Almost alw ays confined to short-term and fnter- 
mediate credit ? ; 

Mr. Crark. That is right. A Jot of intermediate credit. 

This, is: in reference to one of the earlier bills,'S.. 2286, which pro- 
vides for grants to various State agencies, collegés, and so on, for 
studies, research, and counseling to help small. business. That should 
be of valve in many States... Certainly, the expansion of such services 
to small business should be encouraged. 

And we feel very.strongly about { that because in many casés. we just 
cannot help a partic ‘ular small cdmpany, and the problem of whom to 
refer him to for assistance is a real one. 

Senator Carenart. May I ask a question, Mr. Chairman? 

Senator-CiarK. Yes, indeed. 

Seriator Capenarr. Is that situation any different today than it 
was 50 years ago? 
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Mr. Ciark. Not much. There are—— as 

Senator Carenart. It has always been that way,hasitnot? 

Mr. Cuark. Yes. There is an interesting thing that has’ been hap- 

ning that was written up recently in one of the Harvard Business, 

views. A number of graduates have formed their own small con- 
sulting groups, 3 or 4 going together to serve a4 ‘group of maybe 5 to 10 
small businesses with the advisory services they need.. A number of 
colleges through their research organizations actually do provide 
counseling services, And, of course, in many areas college professors 
are obtaining a large part of their income from consulting. 

Senator Carrenart. Is. there a single corporation in thé United 
States— and I presume there is an exception, of course—but were not 
the great majority of big corporations struggling little fellows at one 
time that had trouble getting the capital to start? Was that not true 
of Du Pont? It is true of General Motors; they went broke, ‘you know. 
Ford, you know, ‘had to borrow his money. ' ‘He borrowed part of it 
from cousins‘and other people. ‘And is that not the history of every - 
successful company? And I arn a good example of it. Is that not the | 
history ¢ aaa 

Mr. Crark, Oh, I think most of the corporations, with some excep- 
tions which have been formed by mergers,’ large ones, have gone 
through it. | 

Senator Carenart. Little business is the idea of one man. If he 
has to give up all of his equity, he is not going to make the sacrifices, 
is he, to conikalviataani succeed ¢ ; 

Mr. Crark. I would agree with you. One of the major problems 
in these bills will be how to establish a way to provide the longer-term 
capital he needs without this question of giving up control, because 
this is a very sensitive question for many of these businessmen, 

Senator Carenarr. His giving up control. Z ‘ise 

Mr. Cuarx. Yes, That is right. ‘How mich control will he have 
to give up ¢ 

nator CaprHart. The business is themselves. It is their own per- 
sonality, if it is going to be successful as a little business. How are 

Thérefore, I am’ not so sure it would not be better to amend the 
present SBA Act and permit them to loan up to 20 years. 
Mr. Crark. Well, I am not really competent on that particular | 


_ point. 


Senator Carenart. Why do you hot just complete your statement, 
Mr. Clark. : You hdve only one more paragraph. . 

Mr. CrarK. All right. : 

To conclide, in my opinion, the interests of small business would 
be best served by keeping financing’ terms-and arrangements flexible 
and restrictions to a minimum. Of the recent" bills;that came in that 


‘ Tlooked at, S. 3651 seemed to be better on several points: 


Senator Carenart. You think that is desirable legislation ? 
Mr. Ciark. That combined perhaps with some of the provisions 
6 “ * 


Senator Carenart. S. 2286, which has the aid and counseling serv- - 


ices? 


Mr. Crarg. And §S. 2160.had a much more flexible approach. It 
did not. say you could only. lend through debentures which were con- 
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vertible to stock but at least gave } you the option of stock or debentures 
or bonds or term loans—in other words, a variety of methods. 

Senator Ciarx. Senator Fulbright ? 

Senator Futsrienr. I think the statement is an excellent one. And 
coming from a man with'an objective point of view, I think, as anyone 
working with the Little firm, which is, after all, one of the oldest, most 
reputable firms in this area,'I think it is a very impressive statement, 

ou would, agree, I take it, with the gener ral proposition or with 
the point of view of'the Federal Reserve that there is in our economy, 
and not on a,regional basis, but you might say throughout the economy, 
what they call a\“gap” here in the availability of this long-term credit, 
especially for small bisiness? Is that right ? 

Mr. Orarx. Yes. In our experience there very definitely is 4 gap 
ranging from around.a million dollars or a little bit more downward 
till you get to a very low level. 

Senator Futericur. As I recall, our experience in the RFC would 
confirm ‘that. If a firm: were large enough to interest an investment 
banker in the larger centers, it had.a good chance, at least. But those 
of intermediate size—we call it small business, really—when they were 
growing and needed capital: beyond the immediate day-to-day, short- 
term things, had very great difficulty in getting it. They are not quite 
big enough for a program of financing in that sense, and yet they are 
too big for:a local concern. 

That is the same gap, and that is where the RFC really served a 
great purpose as long as it existed. 

So this is not really a' regional matter. This exists everywhere in 
the United States. Is that right? 

Mr. Cuark. Yes. It is just as difficult for a small-business concern 
in New England to get capital on this level as it is elsewhere in the 
country. 

Senator Funprienr. It seems to me that factor should disabuse 
those with the idea that this is somé¢ regional scheme to steal the indus- 
try of New England or'Pennsylvania. It is not that at all. This is 
exactly the same problem that we tried to meet with RFC. 

The REC records will:show that they did as much business, I think, 
in those areas as they did anywhiere else and, I think, rendered a or eat 
service. And as far as costing the Government something, I again 
want the record’to show that the recent report by the Treasury, under 
.the direction of Mr. Lawrence Robbins, the final report on the liquida- 
tion of the RFC, shows that it did mot cost the Government anything, 
that their business lending program made a profit. 

If you remember that, it is a very good precedent for what this type 
of activity can do; properly administered. 

Senator CiarK. If the Senator would yield, I would like to hazard 
the observation that this gap which we have been talking about exists 
in every free-enterprise economy in the world.’ It is not confined to 
a United States. We had testimony that it existed in England. It 

-alled the Macmillan gap over,there. We have not had any direct 
iantisliaa’, but I would think that this would be equally true of any 
capitalistic system anywhere. 

Senator Furpricur. I think the Senator is quite correct. I agree 
wish that. I think that the rather rapid growth of the larger com- 
panies, due to many: factors which we need not go into now, has 
accentuated this gap. That is, when ‘we think that less than 50 years 
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ago we had—I do not know low many—30, 40, 50 automobile com- 
panies and innunierable manufacturers of refr igerators or any kind 
of consumer goods; we see they have gradually been squeezed down 
to fewer and fewer, and the smaller companies'that are left, in any of 
these fields are having greater and greater difficulties. I think it has 
accentuated that particular gap. 

Senator Crark. When we get into a cartel system, ‘as they have it 
abroad, I suspect it is even worse. 

Senator Fursricut. It goes:so far that there just are no dindepeind- 
ents left. ‘That, of course, is the road td state socialism. I mean the 
tendencies toward real socialism in this country are the big corpora- 
tions, the General Motors and soon. If we have it, it will come about 
through the overdevelopnient, we will say, overconcentration of all the 
business in a few enormous corporations where only the state can deal 
with them. ‘Whenever abuses develop the state has to take them.over. 


I think that for the long-term health of the democratic system the . 


encouragement of the smaller companies is very important. 

That goes one step further than your responsibility.. However, if 
you would care to comment on that, I would be interested to know 
whether or not you have any reflections upon that ultimate develop- 
ment of overconcentration of business. 

Mr: Crark. Well, I have not prepared any information on that to- 
day, sir, 

Senator Fursricut. I thought perhaps in the course of your re- 
search in Harvard you might have run across the problem. 

Senator Crark. I think Mr. Clark has to ‘go back to his superiors 
with a record of not having stuck his neck out. 

Senator Futsrient. I am delighted to haye Mr. Clark’s testimony. 
I think it is very useful indeed. 

Senator Crark. Senator: Bush? 

Senator Busn. Mr. Clark, did you put itito the record or has'there 
been put into the record a statement of the general scope of the 
activities of Arthur D. Little & Co. ? 

Mr. Crark. No; I have not given a complete description. 

Senator Busn. This is a very unusual company, and I think it is 
especially competent to comment on this kind ofa bill. For that rea- 
son, I suggest, if the chairman would approve, that we have: from 
Mr. Clark a statement of the various activities engaged. in by the 
Little company. jie 

Mr. Crark. All right. 

Senator Busu.. You are experts in the field of, chemical engineer- 
ing, I believe. 

Mr. Crark. That is right. 

Senator Busu. I noted with interest that Gener us Gavin was em- 


‘ ployed by this company. 


Senator Crark. Why do we not let. him make a statement right 
now? | amsure he could. 

Senator Busu. I would like to have it in the record right here, and 
then I would like to resume my questioning. 

Senator Grark. .Go ahead, Mr. Clark. 


Mr. Crark. Well, our company is interested, I think,,in every field, 


of applied science. Approximately two-thirds ‘of our work is in either 


laboratory or technical research. : And this runs from research on why: 


woes — 
eaarnnerer 


emcee a mee sameness 


ae 


Oo. ct en ceca 





260: FINANCING SMALL BUSINESS 

there are thunderstorms’ and the cause of thunderstorms to low- 
temperature research, to high-temperature research, to new: product 
development, to process’ improvement, to evaluation of new plants 
to see if they are feasible 3 in both, their process and from a market 
standpoint. 

We also conduct some ‘basic research in a Scottish laboratory for 
American clients. 

Most of our work; though, is in research for industry designed to 
solve particular problems, operating problems, technical problems, 
provision of the new products that,they need. 

We also over the past; I would say, 20 years have become quite 
active in the managenient aspects of business. I think our work in 
operations, research—in other words, a carryover from the wartime 
activity of a number of the Air Force and Navy in using data-handling 
methods to solve problems where there were great masses of informa- 
tion—has been outstanding. “We have w orked in I would say approxi- 
mately 7 or 8 foreign countries on industrial development as well as 
in. Canada, 3 different Provinces’in Canada, and I would say in all 
parts of the United States, ¢ither for a State or a local agency or for 
a a public utility in helping them with the development of their region. 

Senator CrarK. Can you give. us some idea of the size of your 
company ? 

Mr.'Cuark. Yes. We have over a thousand people in research. and 
I would say well over half of those are of professional standing. The 
rest are technicians or staff. \, 

Senator Crark. You havea number of branch offices ? 

Mr.’ Crarx. Yes. ‘We have ari office and laboratory in Chicago, 
an office and laboratory in San Francisco, a small office in Washington, 
a larger office in.New York, a laboratory in Scotland, and an office in 
Puerto Rico. 

Senator Ciark. You also have an office in Boston; do -you not 

Mr. Crark. Well. that is our home office. 

Senator CiarK. Yes. 

. Mr.°Crarx. I would imagine there are approximately .800 people 
in our Cambridge laboratories. 

Senator CLarm. Go ahead, Senator Bush. 

Senator Busu.: Thank you, Mr. Clark. 

T have, been interested in your comments here. [, think it is a very 
excellent statement.’ Yot point outsome of the difficulties that would 
face any one of, these bills. Azsid'I agree witli you that they are very, 
very real difficulties. 

When you say that the local development corporations have not 
met the needs which these bills.before us are designed to meet, I think 
that is probably true. I,am, not sure that we can provide legislation 
which will actually assist them sufficiently. to meet those needs. 

The business of acquiring ‘capital for new or very ‘small companies 
is a very. difficult one because, as you point out, investors on the one 
hand are very anxious to, make sure that they have excellent manage- 
ment—good, honest, capable, proven management—in connection 
with any small concert. SeanEAe are also reluctant to tie up capital 
in unmarketable,form. 

Mr. Cuark. That is'right. 

Senator Busu. They liké to feel after they have made an investment 
that they can sell it and that there will be somebody anxious to buy 
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it. In the smaller issues of sécurities it is very hard to assure anyone 


that there will bé a market because it just’ does not pay investment 
bankers and dealers in securities to deal in these small:issues. 

These are some of the things that complicate the problern and inhibit 
investors from going into these small enterprises. 

I want’ to get your opinion on this. , I have had sore experience in’ 
days gone by i in trying to provide capital for small, new, struggling 
enterprises, even during the days of the depression, and-so I feel that 
I have'learned something about that from hard experience and: taking 
losses. 

Do you feel that the present tax law Ss, the i income-tax laws affecting 
individuals, could be changed in any way to stimulate the investment 
in small enterprises ¢ 

To show you what I have in mind, I would say this: I am thinkin 
in terms of deductions from the income on a Federal tax return in the 
event of a Joss. 

By way of illustration, we see a lot of capital, a lot of money being 
made available to the extractive industries, notably the oil industry, 
for exploratory drilling and that sort of thing, and most of that money 
islost. There is far more money lost than there is made in that activity, 
and only a very small percentage of those investments, you might say, 

are successful. But the reason that from year to year they keep on 
roviding money for those activities.is that it can be deducted asa 
bu siness expense from the income, thus reducing, the income tax sub- 


stantially. And for one in a high bracket, as ‘most of that type of 


investors are, this means that they are not ‘risking’ actually so much 
money, but, maybe only .10 or 20 or 30 percent of the ‘amount of money 
that they put in, 


In thinking about this business, stimulating well | companies in. 


providing frozen investments in small enter prises, new enterprises, it 
seems to me it would be stimulated’ if there were some tax incentive 
offered. ‘Just as I feel that one of the most necessary things for the 
small and struggling corporation is-some form of tax relief from. the 
surtax in. the, early stages of earnings. That is, maybe a company 
should be allowed to earn as much as $75,000. instead of $25,000 so 
as to let’ it get up off its knees, so to speak, and accumulate a little 
reserve before they get into that murderous surtax bracket that takes 
a total of 52 percent. 

Getting back to my question, in the light of your experience in the 
little company, I know that you have’ come into contact with many 
new enterprises, and so forth, do you think it would be a stimulus— 
and I am not asking you to pass,on the soundness of the move as to 
whether we should reduce taxes now—but do you ‘think it would be 

a stimulus to providing capital-for new and small, enterprises’ if the 
a laws could be changed so as to providé the same sort of incentive 
to this small, struggling manufacturing or commercial enterprise as 
is available to the investor who wants to go’into the exploration busi- 
ness in oil or minerals or whatever ¢ 

What is your observation about that? 

Mr. Cuark: I think that if it is possible to devin some form, of 'tax 
incentive that it would be desirable. But I aim not competent to state 
what kind at this.time, since there is no particular type offered: 
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Senator Bu SH. Fr rom your observation in your company; do you 
think that income taxes actually have an inhibiting factor upon in- 
vestors from going into small enterprises? —_, 

‘| Mr. Crakk. Well, I think I tried to bring this point up a little bit 
in the paper I wrote for the’ Federal Reserve Bank—that there is 
greater risk involved in smail business. There is just no doubt about 
that. If there is greater risk, there should be a chance of greater 
return. 

' But, in effect, much of the benefit of the possible greater return you 
obtain is taken aw ay by the progréssive tax rates. 

Now, I do not know how to solve that. But I do,think it is true 
that if you have greater risk you; would hope that you got greater re- 
turn. But'in practice you donot. 

Senator Busu. The more I see of this whole issue both as it affects 
the small company and the potential investor in small companies, the 
more it appears to me that what ‘is lacking more than anything else 
is‘a chance to make money, and this chance is greatly interfered with 
.by the operation of the tax laws. 

I rather feel that even though we pass a bill like S. 3651 or S. 3648 
that we are still going to be faced with exactly the same problems 
that you have mentioned in your paper as inhibiting investors from 
going ‘ahead and that these bills'do not really come to grips with 
those problems but come to grips—— 

- Mr. CrarK. Well, I think they are a movement in the right diree- 
tion. And there’ are two factors -here.- Certainly, within the small 
company probably the: most'important source of equity capital for 
him is ‘reinvested earnings, and so anything that could be done to en- 
able him during'his growing period to retain more of his earnings 
I think:would be desirable. + ° | 

Another is that 1 6r 2, of the bills did not make mention of this 
provision of cotnseling advice or, advice to the management of the 
‘business that was being assisted. I think that is very ‘important be- 
cause fr equently the manager of a small business will get so wrapped 
up in a.certain phase of his operations that he needs a few questions 
asked of him. ‘He needs;to ‘be brought back to a balanced approach 
‘to his business. 

Arid I would think that anything that could be. done in these bills 
to provide for some form of advice or assistance would be good. 

I think the Small, Business Administration does a lot of good i in a 
number: of ¢ases in really getting this done more than it has been in 
the past. It is needed. : 

Senator Busn. I think they, have doné a pretty good job, but, after 
all, if you’ add up the: total amount of loans they make a year, it is 
a very; very small matter,.in‘connection with the whole, great prob- 
lem of stimulating new enterprises and financing new “and small 
enterprises. 

And even this bill, were it not faced with the. difficulties that you 
have mentioned in the way of investor restraint because of the growth 
and nature of the investment, because: of: the scrutiny from manage- 
ment, because of the difficulty.in the company of providing c ompetent 
management, I am fearful that type of legislation, while it may be 
helpful, will not really solve the problem that we define by the “gap.” 

Mr. CrakK. Well, it.is a very serious problem, and I think I agree 








with you that it is not going to be. ani easy solution or will probably 
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never be completely solved. There are always going to be some com- 


_ panies that do not fit into this. 


But I would think that one of the real difficulties in any of these 
bills will be'after it is passed and the Administration established to 


get’ the news to the people who should be asking for loans or capital | 





assistance letting them know that there is aid av vailable. 

- Senitor Buss. Would you not agree, Mr. Clark, that: the: invest- 
ment-banking fraternity can be counted on to point in that direction ? 

Mr. Cxark. They should be.a great deal of help. 

Senator Busi. That is a great big organization, ation wide, that 
is constantly faced with inquiries. Tam sure they ‘willbe anxious to 
help get some of these companies started so:that, they can become big 
enough and strong enough companies to go inté. the private markets 
for additional c: pits al. 

So'I think they will be very ‘helpful ‘in spreading ‘the gospel, ‘so 
to speak, do'you not? 

Also the whole banking ‘system’ will be reliéved to have some place 
to point with problems which they are, incompetent-to handle them- 
selves or do not wish to handle. 

Mr. Crark. Actually, at the present time—and I have talked with 
a number of investment bankers in the course of writing this paper— 
$1 million is‘a lower limit just aboiit, and theré are not too many 
at that level. Issuing costs even at that level are much higher than 
they-are for larger investments. 

So. I'think. they feel their lack 'too—that they cannot handle: even 
$1 millidn for many concerns on a low-cost-basis. . 

Senator Busn. We have had IBA up here ? 

Senator Crarkx. ABA has been here. We have not had IBA. 

Senator Busu. Are you going to ask them ? 

Senator Ciark. Are they on thelist ? 

Mr. Yrnerine. They have been invited but apparently ‘will not 
testify. | Perhaps they will submit a statement. ! 

Senator Busu. All right.’ Thank you. 

Senator Cuark. T hank you very much, Mr. Clark. 

If there are no further questions, the committee will recess until 
10 o’clock tomorrow morning, at which time we will hear from Mr. 
Geoffrey Moore and Mr. Thomas Graham. 

I want 'to compliment you on your testimony, Mr. Clark, It has 
been most helpful indeed. 

Mr. Crark. Thank you. 

(Whereupon, at 11:35 a. m., the subcommittee was recessed to be 
reconvened. at 10 a. m., T uesday, April 29, 1958.) 
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' ‘TUESDAY, APRIL 29, 1958 


Unrrep Srates SENATE, , 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BusINEss, 
Washington, D. 0. 
The subeémmittee' met, pursuant to recess, in room 301, Senate 
Office Building, at 10 a. m., Senator Joseph S. Clark (chairman of the 
subcommittee) presiding. ee 
Present: Senators Clark and Proxmire, 
Senator Cuark. The subcommittee will be in session. | | 
Mr. Moore, we are happy to welcome you here to give us the benefit 
of your thinking on this matter. -I see-that you “have a. prépared 
statement here which runs to 7 pages. I suggest, that you start reading 
it, and if you do not mind we will perhaps interrupt for questions. 
Would you, please proceed 1 in your own way, Mr. Moore. , 


STATEMENT OF GEOFFREY H. MOORE; ASSOCIATE: DIRECTOR OF 
RESEARCH, NATIONAL BUREAU OF ECONOMIC RESEARCH 
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Mr. Moor. ,The study that I am going to stimmarize was prepared 
‘as one of the background studies in ‘the Federal Reserve System’s re- 
port on Financing Smal]! Business and was printed in full on: pages 
_ 40-106 of the committee print of April.11,-1958. The research was 
conducted jointly by Dr. Thomas R. Atkinson, Edward J. Kilberg, 
and myself at the National Bureau of Economic Research. | 

Senator Crark. I guess, Mr. Moore, for the record you better give 
us in a couple of sentences: the nature of the National. Bureau of 
Economic Research. 

Mr. Moorr. The National Bureau of Economic Research is an 
organization designed to conduct impartial sttidies on economic, prob- 
lems and to publish the results. It fis been in operationi since 1920. 
Iam associate director of research of the organization. 

Senator CLark. It has no connection with the Goveriment ? - 

Mr. Moorr. No, it is not a Governnient ‘agency but an mdependent 
corporat ion. 

Senator.CLark. How is it financed ? 

Mr. Moore. It is financed by foundations and by contributions from 
business associations, companies, labor unions, and individuals. 

Senator CiarK. Is it.a nonprofit organization ? 

Mr. Moore. It isa nonprofit organization. 

Senator CiarK. Will you go ahead. 

Mr. Moore. We did this research, I might say , under contract with 
the Federal Reserve Board. 
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Tn periods: when business activity is expanding and monetary policy 
is becoming more, restrictive, there are some grounds for belief that 
small-business ‘firms are faced with greater restrictions on their use 
of credit than are large firnjs. On the other hand, when lenders are 
"questioned about their policies they ‘frequently contend that their 
institutions are meeting the needs of all creditworthy borrowers. Our 
study attempts to'determine #f ‘unsatisfactory or deteriorating credit- 
“worthiness. of small -firms,relative to large firms to a signifies unt extent 
may account for a restricted use of credit -by small business relative 
. to large business in periods,such as,1956 and early 1957. Our results 
: have some bearing in on the general question of ‘the creditworthiness 
“of small versus large enterprises and its possible influence on credit 
availability, whether monetary conditions are tight or easy. 

‘Senator Cuarx. Mr. Moore, did,you deal with ‘all types of credit— 
short term, long term, and intermediate ? 

Mr Moore. Mostly of the short-term type. 

| Senator CiarKs F think the particular interest of the committee is 
whether we should do, anything to close what. we are calling ‘the Me- 
millan gap, which is'the long-term credit and equity financing needs 
of small business. I do riot want to anticipate the committee’s views; 
but I do believe that there is a’ consensus that the legitimate short-term 
credit needs of Small business are pretty well being taken care of. I 
wonder whether’ you would : ‘agree with that view or .whether you 
think not. 

Mr. Moore. Well, I think the inidications of this study were that 
there may be some gap even ‘in the short-term or intermediate credit 
needs of small business. 

Senator Crark. A gap which the present SBA is unable to fill? 

Mr. Moore. So far, yes, 

Senator Crark. All right. , Go ahead. 

Mr. Moorr. Some of the, specific questions dealt w ith in, our report 
are these : 

Are lenders’ judgments on ereditworthiness of large borrowers likely 
to be,more favorable vis-a-vis: judgments on small borrowers? safety-as 
Joan risks? ‘ 

Do the judgments of a concerning large versus small: bor- 
rowers change ‘over the business, tycle because “of basic changes in 
the financial condition of large and small concerns, as reflected in 
financial ratios, commercial ¢ redit r atings, et cetera ? 

Are these judgments validated by actual lender experience? 

If small firms are more adversely affected either by increases in 
vross cost or decreases in-the supply of credit are these restrictions 
justified by (1.) commonly used indicators of creditworthiness and (2) 
actatal lender experience? | 

Our conclusions with respect to these questions, it must be stressed, 
are statements of tendency only and. do not necessarily apply to all 
lenders-or to any particular size*of firm’ which might be defined as 
small business. In the limited time available for our work we had 
to draw upon a wide variety of readily available materials. Although 
credit risk or quality js one of the areas of most vital concern to our 
financial systen—indeed; our'entire economy—it is ‘also one in which 
statistics are regrettably meager.’ We hope that not the least of the 
results of this investigation will be a broad expansion and improve- 
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ment in the statiatioal coverage of the subject, especially’i in the provi- 
sion .of current figures on credit quality, loss experience, costs: and re- 
turns in small-business financing. 

Subject to the limitations of the data at our disposal, we reached 
a number, of tentative conclusions about the role of:credit risk in 
determining the cost, and availability of credit to small versus large 
business firms. The conclusions, together with some illustrative fig- 
ures taken from our report, follow : 

(1) Small-size firms as a group typically experience ‘a greater in- 
cidence of financial difficulty than do large firms. This is evidenced 
by loan experience and business firm discontinuances, as well as by 
analysis of default rates on bonds. Tt doés not mean that’s ‘some ‘firms 
of fairly small size do not have excellent “financial experience nor 
that large firms néver fail or default on their loans. Instead, it means | 
that a greater proportion of small firms entounter. financial difficulty — 
than do large firms. 

For example, in 1949-50 about 86 out of 1 000 firms with less. than 
4 employees discontinued operations during the year, whereas only 
3 out of 1,000 firms with 20 or more employees went out of business. 
About, half 6f these discontinuances were for reasons of.failure; vol-. 
untary discontinuances, mergers, and so forth, account for the re- 


mainder. 


More direct and more recent evidence on credit: experience is pro-| 
vided by a.regional sample of 138 banks, which shows that loss rates 
per dollar of ‘Joan for banks lending extensively to small business in | 
1955 were higher, on.average, than for other banks, after taking into 
account sizeof bank ‘and ‘variations in lending to other borrowers. 
The 38 banks whose loans to small business firms, that is, with assets 
under $250,000, constituted more than 25 percent of all their loans 
experienced an average loss rate of about 22 cents per $100 of loans 
outstanding,‘as-com yared with an average loss rate of 9 cents ‘for the 
22 banks that extended less than 1214 percent of their loans to small . 
business. . These loss: rates are, of course, very low, but the differen- 
tial experience connected with heavier lending to small business ap- 
pears systematically in the figures. 

(2) Agencies engaged in “rating business concerns in terms of a 
composite credit appraisal and those engaged in rating marketable 
debt obligations generally recognize in their ratings the somewhat 
larger hazards of small business relative to large business enterprise. ' 
Larger proportions of the small concerns bear credit ratings of less 
than the highest classification and. more of the large concerns bear 


. ratings in the topmost class. Similarly, the marketable debt obliga-- 


tions of large corporations typically bear higher agency rating’ gtades 
than those of the smaller companies. 

A nationwide sample of concerns whose ratings were published i in’ 
September 1957 and January 1958 showed that more th nan half of, 
the concerns with net worth under $125,000, were rated in the second 
highest grade, with only a minority in the’top grade, whereas about 
two-thirds of the concerns with net worth-of $125,000 and over’ were 
listed in the top grade, Similarly,-mi arketable debt obligations of 
large corpor ations typically bear higher agency rating gr ades. than 
those of the smaller companies. e 

(3) Measures of credit. standing such, as ‘commonly wal Gnancial : 
ratios, that is, current ratio, working capital to assets, nét worth to 
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debt, and profits to net worth, typically show a less satisfactory fi- 
nancial condition for small business firms as a group compared with 
' Jarge business firms. Again this does not mean that some small 
firms do not have excellent financial ratios. nor that no large firm 
ranks poorly in regard to one or more of the ratios analyzed. Yet 
the averages show substantial differences. For example, in recent 
years the net worth of manufacturing corporations with assets less 
than $250,000 was only slightly larger on the average than their debt, 
whereas. the net’ worth of ‘larger companies. was close to twice their 
debt. ; 

(4): Both the credit ratings:and the individual financial ratios we 
have analyzed are useful in indicating the likelihood of subsequent 
financial difficulty and losses to lenders. One of the evidences of this 
is in the experience record on direct business loans made by the 
Reconstruction Finance Corporation. Of the $1,160,000,000 of loans 
disbursed by the RFC during 1934-51, about 10 percent went to busi- 
ness firms that had, at the time of loan application, the highest credit 
rating, and ‘about 2 percent went: to firms with the lowest rating 
grade. The loss rate on loans to those in the top group was one-tenth 
of 1 percent. The loss rate on loans to those in the lowest group was 
1.2 percent, or 12 times as great. These figures reflect depression 
experience, ‘yet similar results appear if the analysis is confined to 
loans still outstanding at the end of 1951, about four-fifths of which 
originated between 1948 and 1951. Of the outstanding loans in the 
top rating group, one-half of 1 percent were in default at the end of 
1951, whereas in the lowest rating group 20 percent were in default. 

Further evidence on the value of credit ratings in indicating risk, 
which we have examined since. our report was prepared, ‘is contained 
in the. premium rates charged by credit insurance companies. These 
rates are substantially higher on trade credit accounts ‘payable by 
low-rated concerns than by -high-rated concerns, apparently reflecting 
the loss experience of the insurers. 

(5). The evidence as to the predictability of the.incidence of credit 
losses; not in. terms of individual borrowers but in terms of broad 
groups, suggests that methods of determining credit worthiness com- 
monly used by lenders have a considerable basis in experience. Alloca- 
tion of loan funds and determination of interest charges may, there- 
fore, be accomplished rationally without discrimination on the basis 
of the size of the borrowing firm, except insofar as size has a direct 
bearing‘on risk or cost factors. Furthermore, since loss experienée as 
a whole has.evidently been greater on loans to small-size firms, it 
appears that lenders have deliberately adopted somewhat lower credit 
standards in lending to’ small firms.than would be required to obtain 
as few losses relatively as they obtain on loans to large firms. Never- 
theless, one of the fundamental ‘questions raised by our inquiry is 
whether lenders have gone as far in this direction as they might if 
better and more broadly based information were available on which 
to establish loss reserves, differential interest charges, collateral pro- 
visions, and’ the like. 

(6) During the recent, expansion in business activity, 1955-57, 
the financial ratios of small manufacturing corporations: remained 
lower than and deteriorated somewhat more than those of the’ very 
largest companies. We-have not yet been able to determine whether 
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a similar development was reflected in credit ratings. The trend in 
the ratios would suggest that’ lenders choosing to. keep roughly the 
-game proportion of small business loans in their’ portfolio, could ex- 
pect their losses on small business loans to. rise relatively, more than 
their losses on loans to large business firms made during the expansion 
hase of the business cycle. Such a differential increage in small loan 
osses with consequent effect on total losses might be at least partially 
avoided by more careful selection of risks in-small firms loans. 

The extent to which lending institutions actually tended to elimi- 
nate marginal risks among their small firm customers might there- 
fore have altered thie allocation of credit.to small versus large firms. 
Evidence developed from data compiled by Robert Morris Associates 
indicates that-in those industries in which small firms obtained less 
bank credit while large firms obtained more credit from 1955 to 1956, 
the financial ratios of the small firms were not only generally poorer 
than those of the large firms but also were poorer than those of the 
smatl firms in other industries. There is also evidence that from 
1955 to 1956 small firms obtained increases in bank credit as frequently 
as larger size firms only when they had high financial ratios. 

(7) Higher loss rates on loans to small business relative to large 
business do not a »pear to account entirely for the higher rates of in- 
terest earned on iene to small businesses, according to data derived 
from the sample of 138 banks referred to earlier. . For example, when 
we compare 26 banks whose loans to small business’ firms in 1955 con- 
stituted more than, 25 percent of their total loans outstanding with 
44 banks whose loans to large business firms constituted more than 25 
_ percent of their total loans, we find an average loss rate of 16 cents 
per $100 of loan for the first group, compared with 9 cents for the 
second group. But the average interest earnings rate was $5.69 for 
the first group and $4.93 for the second. The 7-cent higher loss rate 
for the banks that concentrated on small business lending was far more 
than offset: by the 76-cent higher interest earnings rate. 

However, higher costs per dollar of loan due to a smaller average 
size of loan may account: for much if not all of the higher interest 
earnings of banks that lend.extensively to small business. The aver- 
age business loan was about $10,000 in our first group of banks and 
about $29,000 in the second. Also, the’ banks in the first group were 
relatively small banks. Further reseatch and more extensive data 
are needed to firm up these teritative obsérvations on’ the relations be- 
tween risks and returns in small ‘business financing. The issues are of 
such great practical importance that we believe a major and continu- 
ing effort. in this direction would be desirable. 

Senator Crark. Thank you, Mr. Moore. We appreciate your in- 
terest in coming before the committee and giving us the benefit of your 
thinking, ° 

Mr. Moore. Thank you very much. 

Senator Ciark.. Mr. Thomas Graham is our next witness. 


— 24897—58——18 
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STATEMENT OF THOMAS GRAHAM, PRESIDENT, THE BANKERS 
BOND CO., LOUISVILLE, KY.; ACCOMPANIED BY DEAN TYRUS 
DAVIS, FORMERLY HEAD OF SCHOOL OF COMMERCE, BELLARMINE 
COLLEGE, LOUISVILLE, KY. | 


Senator Ciark. Mr. Graham, we are happy to welcome you here. I 
have had an opportunity to read your statement in advance, and since 
there are no other members of the committee here 1 do not think there 
is any particular purpose in your reading it to me again. However, 
I would be happy to have you elaborate on it:in any way you see fit. 
We would be’ very happy indeed to know what-your thinking is with 
respect to the various bills which the committee is considering. I 
wee if you have had an opportunity to read them and formulate 

opinion. 

"Mn Granam. Yes, I have. I have Dean Davis, of Bell: armine Col- 
lege, up here with me. | He is a kind of egghead, and I am trying to 
handle the practicalend, ‘ 

Senator CLark. Mr. Graham’s testimony will appear in the 1 ecord 
atthe conclusion of his testimony. 

We would be happy to have the views of either Dean Davis or Mr. 
Graham with particular reference to S..3651, which has been sponsored 
by Senator Fulbright, chairman of the full committee, and a number 
of the rest of us, and S. 3643, which has been described as the admiiy 
istration bill... Do you want tostart, Mr. Graham ? 

Mr. Granam. If I might. I think it-would be better anyway, Sena- 
tor Clark, to just excerpt this, because there is a lot of applesauce, of 
course, in any of these statements. 

Senator CrAarx. ‘I do not think you need even do that, because [have 
read it.’, “Just address yourself tothe two bills. 

Mr. Granam. There is one thing I want to call to your attention in 
the'bills right off the bat. The banks in Kentuc ‘ky used to do all three 
functions of banking—commercial banking, investment banking, and’ 
equity banking. Then when the Bank Act of 1933 was passed they y sep- | 
arated commercial banking from investment banking but left.a void 
in the equity banking field, and that‘really in our area did not begin 
to-hit us until 1946 and from there on, when all these big companies 
that. had made so much money out of the war began to take over. 

Now the only. objection I have to all these bills—and I talked to 
Chairman Spence vesterday; when he’ put the companion: bill in the 
House, and of course he is one of our delightful Kentucky Representa- 
tives—is that they get all. mixed-up on ‘Toans. ‘All everybody seems 
to be able to. talk about is. loans. What small business heeds is not 
loans; it needs equity. Equity is the difference between what you owe 
“and what is left. It is a very ‘simple thing, but nobody in all these 
bills—and I have. gone over most of them with the various sponsors 
of them from the start—seems to realize that. It is like yesterday 
over in the Interstate and Foreign Commerce Committee when they 
were t talking about $700 million in loans to railroads. Well, Justice 
Brandeis, 30 years ago said that deljt is what got the railroads in 
trouble: 

Senator Crark. Let’me interrupt you for a minute, I am inclined 
to agree. with you, at least in part.. But there is a strong school of 
thought, indeed, represented: by several members of this committee, 
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that thinks a small-business company practically never wants equity. 
capital because the small-business rhan ‘does not warit to surrender 
control. While I think that is true in many inStances, it seems to me 


‘ personally—and I am speaking only ‘for my self—that ane soeneene 


small business, when it is: getting to the point’ where it would. like to 
became an intermediate-size business, is only too happy to dilute own- 
ership and sell somé equity securities. And’ when I say, “equity securi- 
ties,” I think I mean the same thing’ you do... I meari common stock, 


voting stock. What is your own experience in your area with respect 


to the willingness of small-business men to acquire additional capital 
through parting with some part, or perhaps even a majority; of their 


control of the business? If they are not willing to do that, there is no’. 


particular point in making’ the Federal facilities available through 
which they can get: that equity capital. 

Mr. Granam. Well, in our area I am director of about 20 small 
businesses, and { mean they are small, in that particular class. “I-can 


only approach it from the practical standpoint. ‘I have never'sat down | 


with small-business'men and found them not willing to give up part 
of the voting control, because if they do a good job riobody wants the 
business, Of course, the great thing is that you make equity capital 
available for small business. ‘The second gréat thing is top manage- 
ment help. That is the second most’ important thing. 

Then the third thing is that in the securities of our area. Just think 
ofthis. Since 1946 we have lost 58 percent of the stocks that we traded 
in there either to mergers, sellouts, or listing, and the big companies 


have gotten bigger. The void has not been filled, and the thing that — 


you have: got to do in an equity bank i is fix it so the people of the area 

can. borrow on their unlisted securities through an equity bank, just the 
same way that. people that have listed securities can go to'a commer- 
cial bank and borrow. If you do not do that ‘third thing, the whole 
thing is no good, and all the bills you have are not going to, work. An 


equity bank should be an equity bank. Tf you own $100, 000, worth, of » 


stock and you need to put the money in something else, there should 
be 2 place where you could go and: bortow long- term equity. I'am not 
saying a governmental agency should do. it, “but the private agency 
should be in sh: ape to do that kind of lending just like the commercial 
banks loan to people with listed'stocks. 


Senator CLark. Let us get back'to your first point, whith is the need . 


for equity finincing of small business, in particular through the sale 


of stock which would result in at least some diminution of control by 


the vendor. Do you'think it is feasible under our frée-enterprise ‘sys- 
tem—which I note you, point to with some’ pride, and I agree: with 
vou—to get a private investor to buy a minority interest in a, small 
yusiness? It depends on how small it is, of course. 

Mr. Gramam, I will be very practical. Since 1936 we had an equity 
company, which liquidated in 1942 becapse of the war. Then I started 
again in 1946, and now we have one in process with the SEC, hoping 
that something along this line will be worked out, which we call 


. Bankers Southern and which is set up to make equity commitments, 


furnish management, .make loans on the unlisted stock of the area. 
We already have put over $200,000 in. it, and we are having it quali- 
fied first as a wholesale investment bank which would qualify it to 
‘make loans on existing securities. And we have.in it to try to qualify 
with any new governmental equity bank agency that might be set-up. 
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Senator Ciark. Where are you getting your money / 

Mr. Grauam. From private investors. What.we are doing, Senator 
Clark—I mean I have sold a lot of small things, but down our way 
if you sell one about 3.out of 10 will ‘blow right in your. face. 
You have ‘to see those people every day and speak to them. We are 
going to try to raise 2 or 3 million dollars... Maybe we could sell 
debentures to this new ‘institution you are going to set up for 
equity capital, and $5 million would give us all we could probably 
use 'for the area, and then we spread the rest. In other words, if we 
put $250,000 in one situation and $100,000 in another and you have 
20 or 30, you know that.30 percent are going to blow up. 

Senator Crark. Are you familiar with the activities of Jay Whit- 
ney & Co. in New York? 

Mr. Grauam. Yes, sir, because I was a director of Morton Packing 
of which they owned a*quarter percent interest, which sold out last 
year. 

Senator Crark. As I understand what you have said, you are try- 
ing to do for the Louisville area what they are doing around New 
York. 

Mr. Granam. As a partnership. I would like to do it. as a cor- 
poration, and of course Jock Whitney has $50 million which he can 
throw in there. 

Senator Ciark. You do not have quite that much ? 

Mr. Granam. No. | 

Senator CuarKk. Do you think,:Mr. Graham, that you need any gov- 
ernmental support to move ahead with your program ? 

Mr. Granam. Well,.if you set it up like the International Bank, 
which is just exactly what we are talking about, it’is very simple. The 
only'trouble with this is it is the simplest thing in the world to work 
out, but everybody makes it so complicated that nobody can under- 
stand what they are talking about. 

Senator Cuark. You are getting me a little confused. 

Mr. Granam. The International Bank setup 

Senator CLark. Tell me what you want to do. 

Mr. Granam. The International Bank is set up in this interna- 
tional corporation, of which the United States has about $33 million, 
and 58 countries have $93 million in it. Now, set it up something 
along that line and then allow a corporation of this kind, under cer- 
tain very rigid restrictions, to. sell to the Government some of their 
debentures. The reasons I would like-to do that are*twofold. First, 
it would give you some leverage; second, if you can sell those to the 
(yovernment, you can sell at. less interest cost and do not have the big 
discount. ~ 

Senator Ciark. These bills provide for that, do they not ? 

Mr. Granam. Dean studied them very carefully. I never grad- 
uated from college, but.he is a college professor. But here is some- 
thing that interested me. I just happened to pick up your Sunday 
paper, and there is this headline: “Recessiow Is a Personal Thing in 
Louisville; 28,500 People Out of Work.” 

You will notice that everywhere in the South it is all big business 

firms. I am not decrying big business, but the problem is with our 
’ losing 58 percent of our medium-size companies since 1946. There is 
a void, just a vacuum there. 





FINANCING SMALL BUSINESS 273 


Senator Thruston Morton, a good friend of mine, is a: man ‘that 
could testify better on the problem of Louisville than anybody. In 
' 1952, here was the headline in the paper: “Big Business Takes City. 
Pillsbury-Ballard Deal Is Trend.” In ‘other words,‘ that was his 
company. They had to borrow $214 million, and the only thing they 
could do was sell out, an institution that had been there 150 years, to 
big business. 
nator CiarKk. Of course, that enabled a very able gentleman to 
devote his entire time to the business of the Government. I think 
the Government gained what Ballard lost. 

Mr. Granam. He was already doing that. He was already in the 
Congress at that time. | 

Senator Crark. Maybe that is one reason they had to sell out: to 
Pillsbury. ; : 

Mr. Granam. I was talking to him about it the last time I was up 
here, and he said very frankly it was the lack of any place to go. If 
they could have sold stock or borrowed some more money, they never 
would have sold out, because it has been a fine family tradition. 

Senator CiarK. Do you not think they had a management: preb- 
lem, too, with the Senator off in public affairs? I think he is one. of 
the ablest. businessmen I know, but he left arid there was not too much 
left. 

Mr. Granam. His brother is very able, too, who was president of 
the company. But there was a double problem, the problem of equity 
capital and management. That is a problem all small businesses have. 

Senator Ciark. Let Dean Davis tell us what he thinks about these 
two bills. 

Mr. Davis. Mr. Chairman, I have read with interest all of the ma- 
terials prepared on both sides, both the House and Senate side, and 
last year had'the occasion to be with the select Committee on Small 
Business of the House and Senate. Though Mr. Graham says I am 
an egghead, I treat this problem quite practically, because the prob- 
lem of the South lends itself toward these things to which this com- 
mittee is directing itself. 

I think in trying to bring this down to a level which is beyond the 
range of jargon that it-is certainly important for us all to agree that 
there is something meritorious in the vigor and in the extension of the 
small-business community in this country, and if that be so to direct 
ourselves to those problems which are uniquely those. of small 
business. 

Senator Ciark. Do you not think it is largely a question of long- 
term credit and equity capital? Do you not think that by and large 
creditworthy small businesses get about as much short-term capital 
from commercial banks as they are entitled to? ! 

Mr. Davis. Yes,sir. I think this is well beyond the problem of any 
short-term credit allotments. It has to do with a threefold problem, 
which in crystallization seems awfully simple, but the difference be- 
tween simpleness and simplicity is perhaps going to be explained before 
we get through with this problem, because you are up against ‘this 
threefoldthing. One is this problem of equity capital which is beyond 
the debt structure of a company. .The second is the problem of com: 
petent management service, whicli certainly we supply in abundance 
m this educated citizenry that we produce in this country: 
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Senator Onan: Let me stop you a minute and a you whether you 
do not think the free enterprise system is providing competent manage- 
mént service for those small businesses which are alert enough to ask 
for it, and that Government intervention is not particularly needed in 
that regard. We had a very literate witness from the Arthur D. Little 
Co. yesterday who pointed out a service that that company is rendering 
‘on a profit. basis to a number of small. businesses in New England. It 
seems to me that when I look in the telephone directory in Philadelphia, 
which is my hometown, T finda good many reasonably competent man- 
agement companies which'seem to be making a pretty good living 
offering their services to small businesses, Is there any need for Gov- 
‘ ernment intervention in the management field ? 

Mr. Davis. I think there is need for encouragement in the field of 
higher education ‘especially, where you can see the development of 
young people as they come through the process of maturity. 

Senator Crark. What would you have government do, particularly 
National Government, with respect just to management sér vices and 
advice? 

Mr. Davis. Very little except in terms.of encouragement. You can- 
not create an executive by fiat.of.any kind. 

Senator Ciark. Tani questioning you perhaps a little harder than I 
should because I am wondering whether when you say “encourage- 
ment” you have any legislation i in mind. 

Mr. Davis. No, sir. 

Senator Ciark. We do have provisions in these bills you know which 
would require either the SBA or SBIA to furnish management advice. 
In fact, the SBA is doing it right now to.some extent. 

Mr. Davis. That is research advice, and that is fine. I think all the 
research facilities, in terms of technological information, in terms of 
how to do things, are very important to.small-business men. It is in 
the assessment of this material that he generally. gets into trouble. 
The person who heads up a small business is gener: ally a law unto him- 
self. In many cases it isa family corporation, to which ‘he is the 
guiding spirit ahd the heart and soul: Any investment trust officer 
of a bank will tell you one of the tragedies that he runs into day after 
day is when the president: of a small corporation dies and the ‘trust 
estate has to be settled and ‘there is no market for the securities of that 
particular corporation. 

Senator Crark. Now we are getting into the tax field. Tthink every 
member of this committee, without exception, is Of. the view that there 
ought to he at least some tax legislation which would ease the plight 
of small business, but unfortunately such legislation has to come not 
from this committee but from the Finance Committee. Ido not know 


whether I should say “unfortunately,” because maybe it is very for- ’ 


tunate., In any event, that is not our baby. I think what you have 
told me so far coincides with my own thinking and I think that of our 
staff and most of the Senators on the committee, but we cannot deal 
with tax legislation. We agree that there is no serious problem of 
short-term financing. We agree that management services are ter- 
ribly important, but that about all the Government can do is to en- 
courage smal] businesses to seek such services. So that brings us down 
to the hard nut which we are really trying to crack. in the committee : 
What are we going to do to provide more.equity and long-term capital 
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you to small businesses? I would like to have. you address yourself to» 
ge- that, unless there is some other facet of this you would like to. talk "- 
ask about. ', 
| in -Mr. Davis. No. Of course, when you are e speaking tons ord: a ‘sub- 
ttle " ject you sonietimes sound patronizing, and I say “I'think.” ‘It is not 
ing that at all. It is a matter of trying to get together as much material 
It that-has been presénted, to come up with some sort-of a lucid approach 
ria, to a very difficult problem. The steps that have been taken, especially 
an- in the two bills, which I understand represents a joint effort of the 
ing House and Senate, are the best’ things that have been presented up to 
Ov- this date. 
Senator CLarK. You think.there is a need for Federal legislation in 
| of. this field of equity and long-term capital ? 
of ‘Mr. Davis. Yes, sir. tesa 
. Senator Crark. You think that S. 3643.and S. 3651 make a méasur- 
rly able contribution to filling that need ? ‘ 
ind ' Mr. Davis. Yes, sir. 
Senator CLark. Whicli of the two do you prefer, and why ? 
an- Mr. Davis. In Kentucky that would’ be a real loaded question, but 
here in Washington where everything i is not partisan 
nI Senator. CuarK., You are speaking 1 in comparative secrecy. 
oe- Mr. Davis. That would scare me even more. I would suggest this. 


There are certain factors in 8. 3651. which I support very enthusiasti- 
cally. I was reading with interest just before we started the remarks 





ich of the distinguished Chairman of, the Securities and Exchange Com- 

‘ce. | ‘mission tow: ard legislative procedures. I think most of his points are 
, well taken, but in one of the bills—I have the common denominator of 

the the acs udemic profession, which is a bad meniory, and I do not know 

,eof Which one it is—it specifically exempts: registration of these small 

y its - business investment companies under the Investment Company Act. 

ble. Senator Crark. You think that is a mistake? 

seis Mr. Davis. Yes. } 

the Senator.Ciark. You think that they should be protected by the’ 

aie normal disclosure procedure 

tor Mr. Davis. Yes, sir. 

“iit Senator Ciark. All right. Go ahead. 

hat Mr. Davis. Beyond that, the methodology that is approac hed in 

ee both of these bills that I assume represent the synthesis of the staffs 

sa and of the members of both committees 

- Senator (Lark. There is a controversy becatise those two bills are 

che not alike. | Frankly, one tends to be the administration bill and the 

not other tends to be the Democratic majority bill. There are overlaps 

iy Mr. Davis. I read something in the’ paper,this morning that will 

. probably serve me well about a fellow mn the paratrooper corps: He 

ory was asked how many jumps -he had‘ made,;and the young man said, 

aie “Seventeen.” 

Jeal So that makes you quite a paratrooper.” 

—_ He said, “Heck, no. . I was pushed-out eac ch time.” 

1 of Sometimes when you have to make a decision between two things 

ber it is, very frankly and very candidly, Senator. that I do not think 


it really fits the needs of the small business area to say which one you 
a think is best. It puts up an area of compromise, which in my life I 


at have not been very willing to do. This loan thing bothers me a great 
reef deal in both. 
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Senator Ciarx. Will you amplify that:a little? 

. Mr. Davis.. Yes. I feel that there is one thing that a small business 
does not need, and that is any: more senior debt of any kind. What 
they really need ‘i is ‘that which represents equity capital, which is of 
course that which is above and beyond all debt. 

Senator Crark. Let me explore that with you a little bit, Dean 
Davis. I think ‘your’ view is very' interesting and is a little bit un- 
usual in terms of the other witnesses we have had. Do you not think 
that there are a good many small businesses which have gotten to 
the point where they,‘are siecessful, but in order to continue to grow, 
and indeed in many instances in order to survive,-they have to have 
some more liquid assets.and have them on the same basis on which, 
let us say, A. T. & T. would want to sell a lot of debentures, because 
their debt structure is not too bad. , But it is all short term, and they 
do not, have time to turn around. Théy need money for plant ex- 
pansion, and they cannot get it. The small-business man as a rule 
wants that kind of débt monéy because he does not want to stirrender 
- any part of his control. 

He! wants to keep it all. I weacehinn there are many. instances 
where the tendency is to run up far too high a debt with reference to 
net worth than is financially desirable. On the other hand, it would 
seem to be our experience on the committee that there is many and 
many an instance where a business could float a long-term: bond issue— 
20, 30, or even 40 years—with the first, mortgage as security and. give 
competent management the capital which it needs to grow, capital 
which would be readily available to big business because they just 
go to investment: bankers ‘and float'a bond issue on the big board or 
American Exchange or even on your Louisville Exchange. But they 
cannot get it because there is no liquidity in that kind of nee 
and therefore hardly anybody wants to buy it. Therefore, if they 
get an investment banker to float it he is going to have to ¢harge an 
— rate’because of the risk value. Is there not a big need 
there? 

Mr. Davis. Yes, sir, and I feel that. our approach to it’ faces up to 
that need, again in maybe an unusual way but from the standpoint of 
a real feeling for this kind of a problem. 

Senator CiarK. Excuse me for-interrupting you just’a second. I 
do want to get the rest of your thinking. You'see, there is something 
rather alluring about a convertible debenture in that field because 
perhaps we can have our cake and eat it, too. The fault in putting so 
much strength in that kind of security was that, first, as long as it 

was a debt it tended to give better financial status to the investment 
company which made the s loan, the investment company already having 
Government funds in it under either of these bills. Secondly, if the 
issue turned out to be a success the debentiires could be converted 
and you would have.that extra run for your money, which w ould be the 
inducement to put it in. Is that not a pretty good idea? 

Mr. Dav 1s. I think the convertible-debenture feature that is in the 
the bill is one, of course, that has great merit. ~The only comment 
I could make on that is in the direction of the usages of that particu- 
lar loan, because the debenture represents a loan. It is nothing more 
than that. It seems to me that the intent there is‘to make it direct 
to the company: 

Senator Crark. How would you do it ? 
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Mr. Davis. I would do it through either a.State-level agency or 
Senator Criarx. I think it is contemplated, certainly in. S. 3651, 
that the Government investment in terms of a subscription of stock 
would go to an intermediate credit association, whether a State-level 
development company or a private company, ‘and that that -inter- 
mediate bank or investment company would make the loan to the 
small business. I agree with you that there ought to be an inter- 
mediary. I do not think the Federal Government should be making 
investnients, whether in terms of loans or in terms of equity, directly- 
to a small business. : 
Mr. Granam. Could I interrupt, please? You brought up Whit- 


| ney, and of course Jim Brownley came from Louisville, who was one 





of the partners 

Senator CiarKk. An old friend of mine. 

Mr. GranAm. He came to Frankfurt and brought George Ager, 
and George.set up the Morton Packing and George and I have been 
up here and testified on that. I think that is a most practical ex- 
ample.’ We have‘a ‘partnership, but we are trying to do things with 


a corporation but set it up so as to‘get some Government funds. You 


have to get some liquidity, in our.markets. ‘They financed 5 or 6 
very fine things over there, but of course another theory of this thing 
is when you get into these banks of equity you ‘want to have mar- 
ketability of your. area and then turn them over to the public. . Just 
like Morton Packing. They paid originally ‘$5 a share for stock; 
then $7, and -when it got up they made a merger with Continental 
Banking at 34. They sold out their stock, and they have done it’ 
with other things. 

' Senator CrarK. At that point they had a marketable security in 
Continental Banking. ; 

Mr. Granam. Well, other of these companies have finally gotten 
big ‘enough. This. big chemical company—they- made so much 
money. In a bank of equity you have got to furnish money for the 
equity in the area, to make. it liquid, so this money can be turned 
over and used again and,again. That is the point I want to make. 

Senator Crark. I think you are quite right. To get back to Dean 
Davis I think, I feel, or rather sense, a position on, your part that, 
both of these bills should make it possible for the investment, com- 
pany, whether it be a State development company or séme. other 
agency into which Federal funds are put, to buy the common stock 
of'a small business. Is that right ? 

Mr. Davis. I. feel that they should. 

Senator Crark. But neither of these bills calls for that. | 
' Mr. ‘Davis. No, sir. : 

Senator CrarK. The convertible debenture is sort of the lowest 
level of security which they’ would be entitled to buy. Of course. 
the réason for that is the desire to protect the Federal Treasury from 
undue risk. I suppose we could achieve the same résult in theory 
if we had a very conservative policy by the Administrator buying 
common stock. I take it it is your feeling that unless we authorize 
the purchase by these investment companies of the common stock of 
a-small business we are not really filling the greatest need which both 
of you gentlemen think exists; is that right? 
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Mr. Davis. Because if that does. not happen, Mr. Chairman, you 
are up against the same: ‘kind of a Topsy situation that has existed 
now since 1933; that'is, you will bring a company up to financial 
stature by providing for the funds, and you might provide manage- 
ment, to, but nowhere are you providing any velocity for the, com- 
pany’s stock, commion stock, so that they cain acquire additional equity 
capital based upon the strength of their own company. 

Senator Crark. There is terrific leverage in that stock, and if they 

can pay off the léan, there they are with their fortunes made, and 
the people who loan the money have not participated in the growth 
of the'company. They have only gotten their money back. “Maybe 

that is as far as Government should go. 

Mr. Davis. It may be, because in terms of trying to say that such 
and such a company is going to ‘be a successful one becomes prone 
to all of the real and psychological influences of our system. You 
cannot guarantee any success. 

Senator Cruark. We are up against that cliche, which may. well 
be true, that Government should not get into business. Government 
can support and help business, but going into business is said by 
some of, our.friends to.be so socialistic in ‘nature we should never 
think of it. I suggest that would be the criticism, whether valid or 
not, which would be made with respect to your suggestion. Since 
you, Mr, Graham, are such a strong advocate for the free-enterprise 
system, [ would be happy to have your comments on that. 

Mr. -Granam. I, believe in the free-enterprise system, but ‘is the 
commercial-banking system actually a free-enterprise system? They 
have had plenty of governmental help arid certainly got it in 1933 
and 1934.° Every other:segment of our population has been helped 
by Government, which I ‘do not: think affects the free- -enterprise 
system at all if it is handled :right, ‘except this—when you left this 
complete. void. You redd in the New York Times and Wall Street 
Journal how terrible it would be for the.Government to step in and 
help small business, but big business gets all the Government con- 
tracts, rapid amortization, and monopolistic powers due to size. Tam 
a great believer in the free-enterprise. system, but unless you help 
small business it is gone. 

Senator Crark. In my judgment a majority of this committee at 
least has crossed the bridge and is prepared to extend help to small 
businéss.:: We get .down to how'much; and the next bridge which 
confronts-us over a somewhat wider stream is whether that system 
should be confined to loans. .T think we ihave pushed them to the 
point where they would-be willing to go for convertible debentures, 
but that final step is very. a difficult one ‘to take, which is that Govern- 
ment funds ‘should, indirectly to be sure but nevertheless actually, 
be put into equity. common stock of a small business. At that point 
all these red flags are raised. I would like a little further comment 
from you,as to why you think it is not-going to work unless -we: cin 
buy the common stocks of small business through the intermediary 
of these State development companies or these ‘regional investment 
companies. ; 

Mr. Davis. I would assume, Mr. Chairman, that in order to 
supplement such a theoretical thing that we have talked about it is 
going to have to be done carefully and with all of the relevant pros 
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and cons weighed very carefully. But we are’ talking and I think 
we have directed ourselves towards the problem of equity, which 


is ownership. When you talk about ownership, you are talking’ 


about the common stocks of companies. 
Senator Ciark. Right. : We might as well say so. 
Mr. Davis. Right, and I think we will waste a great deal of time 


and effort in not facing that. problem very cardidly. When you 


are talking ‘about equity ‘you are talking about ownership, and it is 
our belief that there is nothing so different between’ the way large 
corporate businesses run their business in terms of personnel or in 
terms of any magical knowhow in getting their product produced, 
distributed, and sold than there is to be found in the small-business 
community. 

. Senator Ciark. Let me ask you this. Would it be a feasible sort 
of a compromise, following the lines of what Mr. Graham said earlier, 
if we make it possible fora Federal agency or, probably even prefer- 
ably, an intermediate investment company, whether it is a State 
development company or private company, to loan money: on the 
security of the common stock of a business, with the understanding 
that that money will be utilized to subscribe to addition common stock ? 
So that in effect the intermediate company, and through it the Gov- 
ernment, will still have an I O U, a note, of the equity owner of the 
business and would be able to cash in and collect on that note if the 
occasion required and pick up whatever other assets the individual 
had in’ addition to his stock if it became necessary’. There would 
never be a situation of being an actual investor in the common stock 
itself. ‘I am searching for something here on. which we can get a con- 
sensus of approval, not only in this committee but in the Senate and 
Congress. I know there is going to be: great resistance against the 
direct investment in common stock. What do you think of that sug- 
gestion ¢ . 

Mr. Davis. I came up here trying to provide some surprises for 
you. You have given me one right now, because that is a line of 
thought which I have not explored; very: much beéause it would seem 
to me that it would take great courage, personal and taxing ‘courage, 
to take the tax money of the country to use in that kind of a venture. I 
think that at this stage participating through the convertible deben- 
ture feature should provide at least initially the first step in the 
resurrection of the equity,situation in small businesses. I think that 
is one of the most outstanding:-features of this bill, because, you get 
the tremendous effect of velocity through that and you get the people 
of the area interested. 

Maybe we harp on this too‘much, Mr. Chairman, and you can shut 
us off any time you feel so inclined, but this problem of the liquidity 
of the common stocks of smaller companies is one which I think holds 
the, key to this whole matter.. When you sell something to someone, 
and the company is one which you know and you know the manage- 
ment and you know the product and you are satisfied, you have been 
paid an adequate dividend over a number of. years, and it comes time 
for you to go to Europe and rather than take it out of income you 
decide to go down and see your friendly banker and say, “John, I 
want goto Europe this year. _I have a thousand shares of, X company. 
How much will you loan me?” 
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Then he smiles at you, a real nice smile, and he says, “Nothing,” or 
“Very little:” ° 

Senator CuarK. That I think is very interesting, because 75 ‘years 
ago it did not happen that way. 

Mr. Davis. ‘That is very true: : 


Senator CuarK. Sq that in effect your suggestion is an amplification , 


of our suggestion, which is that there ought to be some credit fa- 
cility, call it a bank or. whatever you want, which would be in shape 


to make loans on the equity securities of small businesses where there’ 


was no market for it. 

' Mr. Davis. I think we'have.come full circle here, Mr. Chairman, 
because I think that''is exactly what we.are talking about. I would 
like to quit when I am ahead. 

Senator CiarK. Perhaps you can think of some small business in 
the Louisville area; a good sound small business, where no commercial 
bank is going to loan any money on the security of its stock. 

Mr. GraHam. Mr. Chairman, one of the problems, of course, is 
taxes, and that is not in your question. A lot’of people may have a 
small'¢ompany, with a million dollars capital. 

The founder may own half of it, and he dies. Now, it is unlisted, 
and it goes into trust.. They do not know what to do with it. But if 
you had someplaee where maybe the family would go and borrow on 
that equity and pay tlieir taxes, they, would keep that company going. 
That is what banking equity would be. 

Senator Crark. D6 you still feel pretty strongly that these bills 
should be amended to permit the investment ’'company to make a 
direct investment in the common'stock of small businesses ? 

Mr. Granam. Yes, sir; I personally do. 

Senator Criarx. I do, too, but I am not so sure we are going to be 
able to get away with it. 

Mr. Davis. I do not know’ if you always have to be able to win, 
Senator. 

Senator Crark. No. Some.of these things take quite a long while. 
It is an educational process. 

Mr. Davis. These are the kinds of things I think that dreams are 
made of, but many times’ they come to reality. because the problem, as 
we suggested before, is:4 rather simple one. 

Senator CLark. Senator Proxniire, we have really just been having 
a cozy. little time here,, unlike some of the other committee imeet- 
ings, exploring the thinking of Dear Davis and Mr. Graham. We 
put Mr. Graham’s statement in the record, and I have just been in- 
dulging myself: in trying to explore their,.thinking.’. I think at this 
point 1 ought to.stop and let you do a little explori ing if you care to. 
We are really all through for the day. 

Senator Proxmire. In view of thé objective, which you say is to 
provide equity capital to small business, I am wondering what you 
think of preferred stock or some form of preferred stock as a com- 
promise, in which the: Government can have protectiton and have a 
priority on the assets aid at the same time not.be put in-a position 
where it would have to.precipitate bankruptcy in the event a return 
on the capital has to be foregone.» Do you think. this would be help- 
ful; or would preferred stock not be ? 
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Mr. Davis: I feel that in the very nature, of the way’ our system: 
operates there is going to have to be in-this setup, as, if, and when’ 
it happens, a senior security protection for the Government, and I 
think the convertible debenture feature that is in most of the bills 
presented so far adequately covers that. 

Senator Proxmire., Do you not think that:a convertible debenture 
has the weakness that a preferred stock does not have, that-if you 
fail to meet--your interest payment at least on your debenture, or’ 
if there is any amortization feature and you fail to meet that, you 
are ina much poorer position than if you simply pass a dividend on 
preferred. stock ? 

Mr. Davis. It would be, I would suggest, Sen: itor, in the nature of 


how the administrator of a particular region, or national administra-: 


tion would ‘handle: the single requirements that come up to his jud 
ment. Certainly I think that’ we all agreé that’ there is no meals 
that you. can set up to say that X company should participate in-this 
particular program.and Y:company cannot. 

Senator Proxmire. What I am thinking about is the credit rating 
which the small business has'with Dun & Bradstreet: and the general 
community. It can pass preferred stock dividends usually without 
too much damage to its credit, but when it fails to meet its. interest 
payments on debentures it.is likely to get into trouble, and the trouble 
might. be quite serious. 

Mr. Davis. That is very true.. The trouble is very seriots when 

that happens. 
’ Senator Crark. I think that is one of the problems, Senator, that 
concerns me. I am interested to see that it concerns you, too. In 
many and many of these small businesses. there is a profit, and: loss 
statement. which probably looks pretty good, but there is a. balance 
sheet showing just'too much debt anda need to build up equity wnder- 
neath it. Under neither of these bills'can you do it. 

Mr. Davis. That.is right, Senator. 

Senator Proxmrike. I just wanted to explore that. 

Mr. Davis. As-I iinderstand it—maybe there has been a misunder- 
standing on my part—the convertible ‘debenture’ feature of both bills 
is not to be made directly to the company to whom the equity finane- 
. ing is ‘to be giveri, but these convertible debentures are to be pur- 
chased either ‘by a State level corpor: ition of: an. investment company. 
Therefore, the moment of ‘truth exists in the stability and financial 
soundness of the State level industrial authority or’the investment 
eompany to which it is made. 

Senator Crark. What is that again ¢ 

Mr. Davis. The actual risk, if ‘there be one, is not in the company: 
to whom the equity financing i is made, but to the intermediary group 
which issues these convertible debentures through the governmental 
agency. 

Senator CrarKk. But the thought was that this intermediary com- 
pany would be the repository of the Government investment, ‘under 
which S. 3651 might be a stock investment. Under S. 3643 it would 
have to. be a loan investment. Therefore, to protect.the Government 
money in the intermediary, the inter mediary should not be permitted 
to make an equity purchase. Some thought we were going pretty far 
when we said a convertible debenture. I share your concerm as to 
whether that goes far enough or not. 
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Mr. Davis. In my mind, Senator, that is the inherent weakness in 
the bills. 

Senator Crark. ' Unless you have something else you want to say, 
I want to thank you very much, Mr. Graham and “Dean Davis, for 
oo illuminating discussion. We really appreciate having you in 
rere. 

(Mr. Graham’s prepared statement follows :) 


, STATEMENT OF THOMAS GRAHAM, PRESIDENT, THE BANKERS Bonp Co., 
LOUISVILLE, Ky. 


Mr. Chairman and members of the committee, my name is Thomas Graham 
and my occupation: is that of a small-business man.. I am president of the 
‘Bankers Bond Co., Inc., of Louisville, Ky.,».a small investment banking ‘con- 
cern; president of Bankers Southern, Inc., which has an application pending 
before’ the Sécurities and 'Exchange Commission to allow us to operate in the 
field of aiding and implementing small business by assisting in furnishing equity 
capital, acting as bankers, of equity; a director of some 20 small.businesses, 
and have been for almost 40 years associated with the financial fraternity of 
this area. In connection with my small-business financial activities, I.am a 
member of the Midwest Stock Exchange, past governor of the Investment , 
Bankers Association .of :America, and a member of its Federal taxation com- 
mittee for the past 12 years; past president of National Security Traders Asso- 
ciation, and a former committee,member of district No. 10 of National Associ- 
ation of. Securities Dealers. 

That brief recital.of my activities,is not to burden the record but simply.to ' 
indicate the nature and scope of my association during almost 40 years with 
the problems of small. business, especially in the. field of equity capital: I am 
sure’that you gentlemen have a conspicuous awareness that this is one of the 
greatest problems in our econoniy today. It goes to the: heart, soul, and_ vi- 
tality of small enterprises, I- appreciate ‘deeply and humbly: this opportunity 
to present td you some of my personal views and those of others: of long asso- 
ciation with this problem. 

First, for the purpose of this discussion, I would like to offer these two defi- 
nitions of the general areas of this problem: (1) equity. capital, and (2) what 
is small business. : 

Equity is the value of a property over all debts. 

Small business is any business whose stock is not listed on any of the major 
stock exchanges. There are’ exceptions to the rule, including Government 
securities. 

There have been much (discussion and much debate over what is equity 
capital and ‘what is small business, but in'’my opinion until we can resolve and 
agree upon':a standard for these two areas we cannot achieve any substantial 
good for small business. ‘ 

From the standpoint of -hindsight, let us review for 3 or 4 minutes the per- 
formance of the past quarter century of financial history as it bears upon the 
problems of:small business. We can only marvel.in such a review at the move- 
ments that ,have culminated in extension of credit and aid instrumentalities to 
almost ‘all segments of the American economy. At all levels, the fiat of the 

State, local and "Federal—-has been used to assist business, labor, 
and financial units either through direct ‘assistance by Federal agencies or in- 
directly by, subsidies in the form of a tax relief or rapid amortization programs. 

This participation of government has resulted in a natural occurrence—big 
business, big labor, big farm; and big government. Somewhere along the line, 
this trend must square itself with a fundamental belief not only of our Constitu- 
tion but also of a common way of life shared in varying degree by all Ameri- 
cans—the: free enterprise system, and its corollary political theory, equality of 
opportunity. 

If this is accepted in principle— that taxing and aid programs of the various 
State, ‘local, and Federal agencies should be applied with a measure of 
equality—then how are we to reconcile the fact that small business is in a present 
state of economic emasculation. In many cases, small business is suffering in 
a direct way from the very things that have’ been designed to assist business: 
credit, tax relief, amortization programs, ete. For these instruments have not 
been made available to.small.business in a general way because laws and tra- 
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ditions that implement the instruments preempt and restrict long-range equity 
capital offerings or management services. ] 

Small or medium-sized business has its tap roots. imbeded deeply in the soil 
of the fundamental American political and economic tradition; but in the past 
2 decades we have been so busy giving aid and sustenance to the highest branches 
that: we have forgotten the roots. All or most of us have been guilty of the sin 
of omission in this area as our economy has grown bigger and bigger. We have 
forgotten that small business made this Nation great in its beginning. 

Many or most of us have been lulled by the efficiency, or supposed efficiency, 
of bigness. ' But this attitude is proper and excusable when we consider the 
overall scheme of things in a balancé between’ what can best. be done by big 
units and what can best be done by small units of business. This is not Only a 
law of physical science, but it also is an jmmutable law of the natural: order 
voiced by the discipline of the market place—economics. 

We can, of course, view with pride and assurance those vast accomplishments 


- in research and mass technological production of our large integrated manufac- 


turing and production units. ‘We might even gasp With or without mixed: emo- 
tions at the organization efforts in thé fields of labor, farm, or gov ernment. In 
the main, these immense undertakings have served in the public interest, to 
implement the public good. But we suggest that these policies inevitably must, 
in extension, square themselves with the fundamental belief held in common by 
most Americans: the free-enterprise system with its magnificent doctrine of equal 
opportunity to all. 

Respect for these fundamental beliefs, I am afraid, have not manifest them- 
selves except in a. cursory and offhand-fashion for small business. The fiat of 
government—whether it be Federal, State, or local, or the directives ‘of the 
agencies concerned with the economic life—obviously have chosen to ignore the 
real needs of the small business community. These needs are essentially the 
same as those of any business or financial enterprise, howeverlarge. ‘These 
needs have their own individual deviations which must be reconciled in principle 
as well as practice. These needs have been recognized by almost all levels ‘of 
human endeavor as soundly centered.in constitutional law and tradition., But 
in the market place, the market place of small business, they, have, been ignored. 

These needs have been administered to in all groups in our society’with the 
notable exception of small business. When the oil industry needed assistance, 
the taxing instrumentality in the form of ‘a generous depletion allowance was 
the tonic administered. When labor was struggling to organize, its -masses of 
workers, a national labor act was iniected:as its insurance. Farmers have been 
given subsidies, parities, and soil-bank programs. Big industry has received: 
rapid amortization programs and other advantages. 

You and your. conimittee, Mr. Chairman, are now facing the problem of. the 
submergence of small business with vigor, courage, and forthrightness.| Your 
endeavors cannot be other than successful when you ‘have considered the volumes 
of testimony before you and the wealth of ideas.and proposals set forth in the 
various bills now, under consideration. 

‘Let me urge you, as a small-business man and as.a sometimes spokesman for 


‘small-business interests, to promulgate and adopt as speedily as good judgment 


and consideration dictate a program for’small business that would do three fun- 
damental things: (1) Make equity capital,more readily available to small busi- 
ness; (2) provide an instrumentality by which small business may have more 
readily available good management. and good management services, and (3) 
assist in promoting the liquidity of ‘the common, stocks of small companies in 
the area served. 

The small-business man urgently needs shel jin obtaining equity capital, good 
management, and ready marketability of "his firm’s common stock. if he is to 
escape the Charybdis of bankruptcy on the one hand and the Scylla of merger on 
the other: Unless something dramatic and drastic is done soon on behalf of 
small business, we surely can look for increased’ failures and a new rash of 
mergers of small business into big anon to the point where Wall Stréet will 
control every Main Street in Americ 

The shocking truth is that the camenain erosion of small business, if: not halted 
soon, eventually will destroy our entire free-enterprise system. *’ We must act in 
concert to rebuild the equity capital and the confidence’ of the little-business 
man. Companies whose stocks are listed on any of the big exchanges have little 
if any difficulty: in obtaining corporate financing; but the small-business man 
without: listed shares is at a financial disadvantage. And without sufficient 
equity capital, management resources, or, marketability of its common stock, 
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small business has only two courses to follow—bankruptcy or merger. The 
stock answer in Wall Street is “Come back next week.” 

A good deal of my adult life has been spent in championing the causes of 
small business in our economy, and particularly the economy of Kentucky and 
Indiana. Small business is the greatest bulwark we have as a stabilizing factor 
in our economic system., Smallcompanies always have been to me the kind of 
enterprises that may not be as alluring and dramatic as our big business corpo- 
rations, but they provide an opportunity for individuals to practice the finest 

management for the interests of their stockholders and the communities which 
they serve. 

The development and financing of small: business are of prime concern to all 

. of us interested in the welfare of our States‘and our.Nation. As one Louisville 
business leader told me recently, “Small and developing business should be our 
No. 1 concern, as it is our No. 1 problem.. Big business, big labor, big govern- 
ment—this. continual trend can soon mean the end of the American system and 
way of life as we know it.” 

It would perhaps be appropriate at this time to mention briefly the problems 
that a.small company has in attracting either capital for the sale of its securities 
or in borrowing money from existing financial institutions such as banks. When 
a small company ,.goes into the market place with its securities, it is competing 
with the larger companies that, are able, because of their greater borrowing 
power, to attract investment money with a great deal more ease. It is, there- 
fore, often necessary for a smaller company, in order to survive, to sell its stock 
at less than real value and to borrow money at higher than ‘considered competi- 
tive interest .rates. Furthermore, because of its size and relatively smaller 
capitalization, the smaller company does not have the added attraction of 
liquidity—or marketability—of its securities. The stock of a large corporation, 
for example, listed on the New York Stock Exchange in itself has liquid asset 
value acceptable to leading financial institutions as collateral. So raising addi- 

. tional capital or borrowing money is relatively easy for such a corporation: On 

the other hand, a smaller company with unlisted stock has little or no liquidity, 
and lending institutions are ‘reluctant, to lend on such securities. Therefore, 

‘ most smaller companies are ‘compelled to issue senior debt securities, such as 

preferred stocks and bonds, at high enough interest. rates to attract the major 
sources of equity capital. 

Many regulatory agencies, such as Securities and Exchange Commission, Small 
Business Administration, Federal Trade Commission, Federal Power Commis- 
sion, and. Public Service Commissions, have recognized the basic inequality 
inherent in small business and have. been of great service to small enterprises 
within the scope of their authority and when financial situations develop. But 
the scope of this authority does not extend to the vital areas of small business 
in a. large number of cases. 

The fundamental problems found in local market places, like Louisville, is 
found in the fact that in 1938 there were 23 investment dealers while in 1958 
there are only 11. Of this remaining group, 7 are small local dealers and 4 are 
large New York Stock Exchange firms. 

A recent study further highlights the testimony that I have given up to this 
point. It shows, in brief, that since 1946 the percentage dropoff of the securities 
traded in the local market of our area has exceeded 58 percent—this dissolution 
has occurred either through buy-outs, mergers, or listings. The result and 
effect has been that during the past 2 years there has been an almost complete 
collapse of our local markets in Louisville, due to the fact that there was no 
liquidity for borrowing purposes in the securities of our area. 

One point I would like to make here is that the massive unemployment 
presently in effect in our area is due, in substance, to the factor of the dominance 
in our area by several large industrial organizations which are prone to inven- 
tory cyclical recissional cycles. 

The fact of the matter is, as I am sure you gentlemen know, that the policy 
of large industrial organizations in regard to labor is that, in the main, labor 
is factored as a commodity ; while in small business labor must be, because of the 
investment therein, factored as an asset. This is not an ideological argument, 
but it is said as a practical analysis of the current unemployment situation in 
our region and, I am sure, in other regions of the country. 

Large business necessarily, I suppose, must use their inventory. excesses as 
a determining factor in employment practices. 
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I feel sincerely that a small-to-medium-sized business is a much stronger 
pulwark during recessional periods than large industry, and anything that we 
can do to strengthen the small-to-medium-sized business will be beneficial in 
combating severe inflationary or deflationary pressures. 

In conclusion, may I suggest to you, Mr. Chairman, and to this committee, that 
if we had the three built-in supports for small busineéss—such as equity, man- 
agement, and liquidity of stocks—it is extremely doubtful if we would have had 
the present recession. 

Thank you for the time in behalf of this ithportant matter. 


Senator CLrark. The committee will recess until toniorow morning 
at 10 a. m., at which time we will hear from Mr. Archie K. Davis, 
the United States Chamber of Commerce, and Mr,,Frank P. Brennan, 
of the Northeast Conference of Development Credit Corporations. - 

(Whereupon, at 11:07 a. m., the subcommittee recessed to reconvene 
at 10 a. m., Wednesday, April 30, 1958.) : 
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WEDNESDAY; APRIL 30, i958 


Untrep Srares SENATE,’ 
CoMMITTEE ON BANKING AND CURRENCY; * . 
_ SUBCOMMETTEE ON SMALL Bosricess, 
; Washington,D.C. 

The subcommittee met, pursuant to recess, in room 301,: Senate 
Office Building, at 10 a. m., Senator, Joseph S. Clark, chairman of the 
subcommittee, presiding. 

Present: Senators C ark, Proxmire, and Case. 

Senator: CLarK. Tlie subcommittee will bein session, 

Is Mr. Archie K. Davis here ? 

We are very happy to: have you here, Mr. Davis, to get the benefit of 
your thinking’on this poopenad legislation. 
I see you have a relatively short prepared statement oa I supgieet 
you just go ahead and present it'in your own way. 


STATEMENT OF ARCHIE K: DAVIS, CHAIRMAN, WINSTON- SALEM, 
N. C.; ACCOMPANIED BY C. CHEEVER HARDWICK, NEW YORK, 
MEMBER, AND DON LESTER WAAGE, SECRETARY; FINANCE- 
COMMITTEE, UNITED STATES CHAMBER OF COMMERCE | 


Mr. Davis. Thank you, Mr. Chairman. 

If I may, I would like to read my prepared statement. 

My name is Archie K. Davis. I am vice president of the Chamber 
of Commerce of the United States.and chairman of its finance com- 
mittee. I have been active in many phases of banking over the past 
26 years. Recently I have been active in development programs in 
North Carolina, including the activities of the Business Developmient 
Corp., of that State. 

I appear today on behalf of the Chamber of Commerce of the United 
States, a federation of 3,400 State and local chambers of commerce and 
trade, industrial and professional associations, with an. underlying 
membership of 2,500,000 businessmen, plus. 22,000 direct business 
members. 

T am accompanied by Mr. C. 'Cheever Hardwick, member of our 
finance committee and a partner in Smith, Barney Co., New York 
City.. He will join me in answering any questions that may be posed. 


NEEDED SMA LL-BUSI NESS FINANCING 


Recently the Federal Reserve Board released the first two parts of-a 
comprehensive report on the financing needs of small business and the 
adequacy of the economy’s facilities for serving these needs. I doubt 
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anyone would disagree with the findings of the Board that (a) short- 
termi and intermediate credit needs of small business are being satis- 
factorily met,-and (4) some small-business enterprises may not have 
adequate and proper access to long-term credit and equity capital. 
While there is little evidencé available on the extent: and seriousness 
of this “gap,” there is general agreement that the gap exists. 

The inability or failure of small business to obtain adequate finane- 
ing—this “gap”—may be traced to a number of complex and inter- 
related causes: 

1. High progressive.tax rates. 

2. Reluctance on the part of management to seek outside equity 
capital. 

3. A desire to finance fixed investment through long-term loans. 

4. Difficulty in making contact with equity sources. 

5. Problems incident to industrial dispersion and agricultural 
transition. 

6. Restrictions and regulations surrounding securities issuance. 

7. Resulting high fixed cost of securities issuance, especially for 
smaller issues. 

8. Rising importance of institutional investing. 

There may be other reasons for these developing financial problems. 
But the background of the problem has emerged out of the underlying 
forces of change which have been at work in this country for the last 
half century. 

It is important to recognize, however, that money alone is not the 
solution to many small-business situations. The recently released 
Federal Reserve Board report lists management deficiencies as causing 
the rejection of most applicants for equity funds. The second most 
frequent reason given for rejection was lack of satisfactory growth 
potential. To make equity capital or long-term credit available to 
business with management deficiencies or poor growth potential would 
obviously serve neither the public interest nor the interest of the parties 
concerned. 


MEETING THE FINANCING NEED: STATEWIDE PRIVATELY FINANCED 
DEVELOPMENT CREDIT CORPORATIONS 


In the last few vears, private enterprise has been increasingly aware 
of this apparent financing gap and has moved toward filling it through 
the mechanism of statewide privately financed development credit 
corporations. 

As you know, statewide privately financed development credit cor- 
re are set up to make Jong-term loans to risky but deserving 
nusinesses. In these organizations, lending institutions and businesses 
interested in developing a State can pool their resources; lending insti- 
tutions pledge a fixed percentage of their capital and surplus to pro- 
vide the bulk of the financial resources; other businesses (particularly 
utilities and leading manufacturers), buy stock, and, more important, 
provide volunteer feadierahin and technical advice. 

These development-credit corporations are set up in 11 States, in- 
cluding the New England States (except Vermont)—New York, North 
Carolina, Michigan, Minnesota, South Dakota, and Wisconsin. With 
the exception of the last four named, these corporations already have 
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a record of loan activity. The idea is being actively promoted in a 
score of other States. Interesting variants of these. organizations, 
some involving public (State) hadaass moving forward in Arkansas, 
Kansas, and Pennsylvania. ’ 

Lending operations of these credit corporations are expanding 
steadily. As these corporations continue to.gain experience, demand 
for their type of aid and intermediate and long-term credit will grow 
and be met. While the first of these corporations was established to 
meet a specific area problem faced by New England, they can be and 
are now Telte used as an approach to filling the long-term credit needs 
of small business. 

A recently compiled report of’ the national chamber, which is 
appended, produced the following data regarding financial opera- 
tions of the 7 (Connecticut, Maine, Massachusetts, New Hampshire, 
New York, North Carolina, and Rhode Island-—in most cases, these 
corporations have been fully operating 2 or 3 years) statewide priv- 
ately financed development credit corporations which had engaged 
in loan activities as of December 31, 1957: 

MINN kk a ls had eta edi bathe eiaed bind 


Institutional members 
Stock sold 





Number Amount 


Loan applications received ; cane Y 1, 125 $77, 512, 218 
Loan applications approved - . ’ pdbks okie Stee } 407 31, 603, 114 
Funds dishursed aces a 342 19, 578, 826 
Losses incurred _. ots 4 sa 5 68, 655 


| 


} ' 


We must keep in mind that the statewide privately financed de- 
velopment credit corporations are new private ventures into the long- 
term financing area. Changes and improvements in their operation 

S > 
may be anticipated as experience is gained. 

There is no doubt that these organizations are experimental. Ac- 
knowledging the necessarily experimental nature of attempts in this 
field, we must approach them with careful consideration in order to 
avoid unnecessary programs and the risk of subsidizing inefficiency 
or uneconomic operations. If this area of business financing is in 
fact important, we should be particularly anxious to develop appro- 
priate institutions within the private financial system, and not rely 
on public funds. 


PROPOSALS FOR FEDERAL LEGISLATION 


The subcommittee has before it a number of bills which would move 
to fill the long-term credit and equity gap by Federal action. 

We have several recommendations which we offer for your con- 
sideration in connection with these bills: 

(1) Fundamentally, these proposals recognize the importance of 
local leadership and capital, but they imply that the job of financing 
smal] business cannot be done without Federal aid. We do not believe 
this point has been demonstrated. 

Senator Ciark. If I may interrupt I would like to say at that point 
that I think that is the question which confronts this committee. I 
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would say the testimony taken to date has convinced a number of mem- 
bers of this committee that that last statement of yours is not quite 
right. 

Mr. Davis. Yes. 

Senator Crark. And, therefore, I would be happy if you could 
marshal what evidence you have to indicate that that st: itement. is 
right. At least some of us do not agree with it. 

r. Davis. All right, Mr. Chairman. 

May I complete my statement first and then address myself to your 
question ¢ 

Senator Ciark. All right. 

Mr. Davis. (2) An excellent start has been made by statewide pri- 
vately financed development credit corporations which are moving 
steadily toward handling the special financing needs of small busi- 
ness. Congress should recognize and encourage the voluntary ini- 
tiative shown in establishing and promoting the growth of develop- 
ment credit corporations in many States. 

(3) Congress should examine the need for and desirability of 
amending the National Bank Act and the Federal Reserve Act so that 
capital stock of development credit corporations might be lawfully 

urchased by national banks and State member banks in so far as 
ederal law is concerned. 

(4) Should direct Federal assistance be undertaken to accelerate the 
spread of the development credit corporation movement, such assist- 
ance should: 

Aim at stimulating private participation, not replacing it; 

Be assuredly temporary in character ; 

Not involve the Federal Government in direct equity ownership 
in private business; 

Capitalize fully on the demonstrated effectiveness of statewide 
privately financed development credit cor porations. 

(5) We believe that there should be clear recognition that Federal 
assistance in small-business aid, if misapplied, would stifle the develop- 
ment of essential private participation and leadership at the local level. 

(6) In no event should legislation be enacted which would encour- 
age or aid financially the relocation of any business from one State or 
area to another. 

CONCLUSION 


The National Chamber concludes that the best aid to small business 
is a dynamic growing economy and the continuance of overall pros- 
perity. Tax revision and reform is always timely and would be of 

major‘aid to business, large and small. We regard the current growth 
of statewide privately financed development credit corporations as 
promising evidence that means of adding to small business financing 
are being found. 

Senator Crarx. Thank you very much, Mr. Davis. That is a very 
clear and forthright statement, and I would be happy if you would 
now address y ourself to answering my questions. 

Before you do that, I think T have failed to say that the memo- 

randum attached to the witness’ statement entitled “Re: Statewide Pri- 
vately Financed Development Credit Corporations” will appear in the 


record at the conclusion of the witness’ oral testimony. 
Mr. Davis. All right, sir. 
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Mr. Chairman, obviously we have given considerable thought to that 
basic problem. We agree with you, sir, that the fundamental prob- 
lem is whether or not it can be handled on a local or statewide basis, 
as opposed to Federal aid. The best evidence we have is that this has 
already been started on the basis of private initiative in 7 States. 

I would like to add that there are 7 States actively now engaged 
in this type of help essentially to small businesses. There are 10 
States in which corporations have recently been chartered that have 
not yet had an opportunity to commence active operations, and there 
are 16 States where proposals are now pending. 

Senator CLark. The committee is generally familiar with that situ- 
ation, because we took quite voluminous testimony with respect to it 
last spring, and the committee has followed developments since that 
time. 

In order to give you a statement to stick your teeth into and rebut, 
I think I would summarize my own views this way: There has been 
an appreciable and a very helpful mushrooming of State development 
corporations in various parts of the country. I would say probably 
the development in your own State of North Carolina is a the 
most encouraging of all. But by and large so far those State develop- 
ment corporations are pretty anemic; they do not have adequate capi-: 
tal; they seem, at least to some members of the committee, to take an 
unduly conservative attitude toward assistance to small business, prob- 
ably because in large part they are controlled by commercial bankers 
whose attitude is of necessity, and quite properly, that of people who 
are thinking in terms of short and intermediate-term loans, rather 
than as investment bankers. 

I am happy to see that Mr. Hardwick is here with you, and I am 
sure he can make some contribution to this. 

Mr. Davis. Yes. 

Senator Ciark. As I was saying, they assume the attitude of com- 
mercial bankers, rather than the attitude of investment bankers, where 
the function of the organization is to think somewhat in longer terms. 
I would say now the development companies in New England are 
really hardly off the ground. The ones in my State of Pennsylvania 
are not making any real dent in this gap of long-term credit financing 
and long-term equity financing which we agree exists, although 
perhaps we disagree as to its extent. 

Mr. Davis. Yes. 

Senator Crark. What those development corporations need very 
badly now is a short in the arm, some additional funds and some addi- 
tional backing. Frankly, I do not see where the help jis going to 
come from if it does not come from the Federal Government. I know 
that the tax resources and revenues of my own State of Pennsylvania 
are stretched almost to the breaking point. We have a depressed area 
problem there in Pennsylvania which is probably greater than yours 
in North Carolina, but no greater than that.in a number of other 
States, and we had it even before the recession. 

I.do not see myself where the capital to create healthy redevelop- 
ment corporations which can operate on a profit basis, which I think 
is very important, will come from otherwise. I do not think you 
can rely on the spirit of pro bono publico to pull this through for 
very long. I do not see where the help will come from unless the 
Federal Government helps. 
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I would like to have your comment on that statement. 

Mr. Davis. Senator, we still feel much responsibility should be 
placed at the local level. If the development programs are somewhat 
anemic and there is not a broad State response publicly, we do not 
feel that that is any particular justification for the Federal Govern- 
ment’s moving into an area. 

Senator Ciarx. I do not want to interrupt you but I would like to 
have a colloquy back and forth so that our colleagues on the com- 
mittee can see it in the record later. My point is that the reason 
why they are anemic is that they do not have enough capital, and 
the reason why they do not have enough capital is because the propo- 
sitions are too risky to some extent, and because in many a State 
capital is not available. 

his gap has existed, as Senator Robertson once said, for 100 years, : 
and will continue to exist in our free economy until government 
moves in. 

Let me make it very clear indeed I do not think anybody on this 
committee wants to see the Federal Government take over and run 
this program. What we would like to see is something not unlike 
the farm credit program, to which the Federal Government gave a 
shott in the arm by making an initial contribution and giving its 
encouragement. Over a period of time the Federal interest can be 
retired through private interests having come in, private interests 
having gotten some more confidence in the program since it got along 
successfully. 

I have talked longer than I intended, but I wanted to explain that. 

Mr. Davis. We, in anticipation of this particular situation, have 
run down the aggregate capital and surplus accounts of banks and 
mutual savings that are under the jurisdiction of the Federal Deposit 
Insurance Corporation. It is difficult to find a State where 2 per- 
cent of the capital and surplus of the banks, if that percentage were 
made available to a local or a statewide development corporation, 
where that corporation could not get off the ground successfully from 
the standpoint of available funds to assist small businesses in that 
particular State. 

Senator Crark. What makes you think that the funds from bank- 
ing institutions, and I am speaking now of commercial banking insti- 
tutions, would go into this, to my way of thinking, somewhat alien 
field? Maybe Mr. Hardwick can answer us on that. 

Mr. Davis. May I answer to that before turning it over to Mr. 
Hardwick ? 

Senator CuarK. Yes. 

Mr. Davis. In the State of North Carolina, if I may use a local 
illustration with which I am most familiar, our business development 
corporation was capitalized at $1 million. None of this stock was 
subscribed by banks, but by utilities, private industrial corporations, 
and a great number of stockholders. Two and one-half million dol- 
lars, approximately, was made available to this development corpora- 
tion by banks on a 5-year basis. One million dollars was made avail- 
able by insurance corporations and other lenders. In other words, 
that corporation during the past 2 years has had available to it $44% 
million, practically all of which has been committed on a 10-year basis 
in the form of about 55 commitments. 
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If roughly $5 million were used in North Carolina on a 10-year 
amortization, it would mean $500,000 coming back into the business 
development corporation every year. We believe in a period of 2 or. 
8 or 4 years a number of these loans will be so seasoned that they can 
be sold without recourse back to the banks, which would reinstate that 
much more capital back to the organization. 

Senator Ciarx. Can you fill us in a little bit on the average of loans 
made by the North Carolina Redevelopment Corp. ? 

Mr. Davis. To my knowledge, most of them have been on a 10-year 
basis. They have ranged in size from $3,000 to some $300,000 maxi- 
mum amount, and an average loan of $70,000. That is my under- 
standing. 

Senator CLark. How about the interest rate? 

Mr. Davis. The interest rate would be the rate governing term 
credit. I would say anywhere from 5 to 6 percent. 

Senator Ciark. Of course, there is some thought that there ought 
to be a longer term loan than 10 years. The Small Business Adminis- 
tration can now make a 10-year loan, as you know. 

Mr. Davis. Yes, sir. 

Senator CiarK. And it has been also the view, I think, that real 
equity capital ought to be available to those who require it to expand 
their businesses. 

There is also a view that many a small business is overcapitalized in 
the sense that its ratio of debts and borrowings to stock is too high, 
and that the development corporation, since it is confined to making 
loans of no greater maturity than 10 years, perhaps is not getting 
to the meat of the problem. 

I would like to have your comment on that. 

Mr. Davis. The only way I can answer that question is, we believe in 
North Carolina that the development corporation is getting to the 
heart of the problem. 

Senator Ciark. Of course, it would be obvious that any such com- 
pany would necessarily reject a large number of loans because they 
were not sound business propositions. I note from the figures we 
have here you have a pretty high ratio of rejections in your North 
Carolina association. 

Mr. Davis. Yes, sir. You can turn to the 7 States and find out of 
1,125 applications that 681 for $41 million were’ rejected, and 407 
for $31 million were approved. The interesting point about that 
is—— 

Senator Proxmire. Could you repeat those statistics again, please? 

Mr. Davis. Yes, sir. I am reading from the last page of my testi- 
mony, Senator. 

There were 1,125 applications received by the 7 State develop- 
ment corporations, aggregating approximately $77 million, 681 of 
which were rejected, totaling $41 million, and 407 approved for $31 
million. 

To me the interesting point on that, as a banker, is simply this: That 
every one of those cases, as I understand it, was first offered to bank- 
ing or private enterprise in the normal course of credit or financing 
channels. They were rejected at that level, and then these develop- 
ment credit corporations took over, and with a strong and sympathetic 
interest and a public interest they still found it necessary to reject 
some 681. 
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Senator CiarK. Of course, we get into a kind of a gray zone there. 
You could say and probably would, and I could not controvert it, 
that the reason why these loans were rejected was because they were 
not sound business propositions. We could hazard a guess a good 
many of them were rejected because they were not good commercial 
banking loans and the need was for longer-term credit and equity 
capital, and that kind of capital your redevelopment corporation was 
not set up to furnish. Let me call your attention to some testimony 
we had here last spring, from Mr. Jenkins, who I believe is the head 
of your North Carolina Redevelopment Association. 

T caked him the same question I asked you with respect to term and 
interest rate, and he said: 

We have 1 loan of 18 months and we have some 3 to 5 years. The average 
is about 6% years. 

If he is correct, and perhaps the situation has changed since he 
testified, it would somewhat buttress my view that the Tevelopedand 
corporation is looking for short-term loans, and that is not what the 
need is. 

Mr. Davis. First of all, may I say his testimony obviously contra- 
dicts mine. It was my understanding, based on conversations I 
recently had with him, that they were essentially 10-year credits, and 
I accept your view of that without any question on that. 

Senator CrarK. It is perfectly clear to me that your redevelopment 
corporation is making a very real contribution. I do not want to 
have anything I say indicate I do not think it is. My only query is 
whether it is filling this gap that we both admit exists. 

I wonder if Mr. Hardwick would have any comment on that? I 
understand you are connected with Smith, Barney Co., as a partner. 

Mr. Harpwicx. That is correct.: 

Senator Ciarx. And, of course, your firm is one of the best known 
investment banking companies in the country. I think your views on 
this would be most helpful to the committee. 

Could I preliminarily say, speaking for myself and I think one or 
two other members of the committee, we have had the feeling institu- 
tions like Smith, Barney, and White Weld, and we always say Brown, 
Harriman when Senator Bush is here, and whatever other ones of the 
big and large investment banking concerns are involved, that you are 
not set. up to handle the long-term credit and long-term equity capital 
needs of small business because thé costs are too high and the problem 
of providing a liquid investment is too severe. So quite properly, 
since you are in business not only to perform a public function, but 
to make some money, we cannot expect the investment banking firms 
of the country to take care of this gap we have been talking about. 

I would like to have your comments on that. 

Mr. Harpwick, Senator, we are conscious of the gap, and have 
been for some years. 

I might say at this point, and I can speak only from my own expe- 
rience as partner in my firm, that there is some question in our minds 


as to what extent that gap consists of unavailability of financing to 


meritorious borrowers, and how much of it should not be done and 
could not possibly be financed on a sound basis. 

Senator Ciark. Your judgment on that of necessity must be em- 
pirical. Is that right? 
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Mr. Harpwicx. My judgment ‘is human judgment that is proved 
to have its frailties. If you will bear with me for a moment, I 
think it may be of some interest to'you, ; 

Recognizing this back in the late forties after the war, particularly 
I think in the electronics field, we formed in ‘my firm a so-called ven- 
ture capital department. I know certain other larger firms did take 
similar action. We actively courted small growing companies. 

I can give you very briefly here figures of one we financed in 1950, 
with $300,000 worth of convertible debentures. At that time, at 
the time of the financing, the total assets of that firm were $514 
million, and they are now $614 million. Their sales were $5 million 
and they are now $77 million. Their number of employees was 826 
and is now 4,800. 

Senator CiarK. It looks as if you had good judgment in that in- 
stance. 

Mr. Harpwick. That is the one we like to talk about. We havea 
lot of others that get into the gray area you mentioned. We have 
others which we very frankly wish we had never heard of, and can 
find no way of divesting ourselves of. 

We have found through our own experience that the problem in- 
evitably is one of management, or the lack of it.. Of course, if a man 
comes in with a small business and he requires funds for expansion, 
the first thing we do is to go back to his local community and check 
with his local bank and find out what type of an individual he is, 
and what kind of an animal he is. We go on from there. 

Let us say we feel that he has ability; that he is worthy of our 
putting our money, which is usually part of it, and that of certain 
other informed investors, in that company. This type. of security 
is not one you peddle to widows and orphans. 

Senator Crark. As a matter of fact, I was going to ask you in 
that instance and others do you have a public offering ? 

Mr. Harpwick. No, sir, we do not. We have what we call a con- 
trolled offering. In other words, we go to certain institutions and 
certain individuals who are, in effect, professionals and are able. to 
assess the risk as well as we are, we feel, and, if they are buying a 
$10 stock we feel they are perfectly justified in doing so on the basis 
they may lose $10. That is the worst that can happen to them. 

However, the problem that we have is the necessity of providing, 
either by securing it on the outside or from our own firm, additional 
management. As these companies develop, they get into a different 
field of competition. They go from the sandlot ball area into what 
we will say is the scrub leagues. The fellow who may have been 
financially successful in developing the business as a $5 million cor- 
as may find when he gets into the $75 million or $100 million 
eague, that he is completely unequipped to deal with it. : 

Senator Crarx. I am sure that is right. It is another way of say- 
ing that brains are in short supply in practically every category of 
endeavor in the country, and indeed the world. 

Mr. Harpwick. That is right. 

We find, very frankly, as you pointed out, that in business we like 
to be constructive and at the same time we feel the need to make 
money, this, in turn, means we can pay taxes. The only hope of profit 
we can make out of this type of thing is through participating in the 
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ownership of the company and its successful development. Obviously 
we cannot underwrite and distribute $300,000 worth of securities and 
make enough money out of that per se in order to justify it. 

Senator Crark. That is the point I would like to emphasize. It 
seems to me that is as clear as it can be. 

Mr, Harpwick. That is perfectly true, but the difficulty is how can 
you possibly justify—I do not care what the sponsorship and the aegis 
is, or where the money comes from—distributing securities of that 
character to anyone without givitig some assurance of a continuity 
of management which will make it a proper investment. 

Senator Crark. You cannot. ‘You really cannot. 

Mr. Harpwicx. Our problem has been one, as I say, of management. 
The headache with us.has been that we have been forced, through 
partners in the firm and putting them on the board, and whatever you 
will, in effect to provide that management. 

Let me say one other thing which may seem very obvious and very 
small, but it is darned important: Your initial individual who starts 
this idea and gets into the area where he admits he is not competent 
to provide the management that is needed in a bigger league would 
welcome additional management, as long as he dictates the policy and 
as long as he retains control. Therefore it is very difficult to provide 
the incentives to the additional management which is required in 
order to secure it. So we find ourselves consistently, to one degree or 
another, forced to go into the electronics business, or the helicopter 
business, or whatever it may be, and to a large extent dictate policy 
and run it in order to protect our own investment. and those of the 
people whose money we put into it. 

Senator Ciark.: You cannot really do that and conduct your own 
business, can you ? | 

Mr. Harpwick. If some Federal agency can do it, that’s good. We 
find it very difficult to do. 

Senator CiarK. There is a point I would like to get agreement on. 
I think this has been a very helpful discussion. Would you agree it 
is not within the potential of Smith, Barney, and other firms of that 
sort, really to close this gap, because you have not the time, you have 
too many other things to do? 

Mr. Harpwicr. We have time and we have staff. We are perfectly 
prepared to finance anything which appears to us to be (a) worthy, 
and (4) economically sound, and (c) to show reasonable evidence of a 
growth possibility. 

Senator Crarxk, I do not want to press you any further than you 
want to go, Mr. Hardwick, but do you not, and your fellow partners, 
‘ sort of look on this as a somewhat quasi-charitable enterprise? 

Mr. ‘Harpwick. I do not want to cause any undue deep degree of 
mirth. We look at it as an obligation. 

Senator CrarKk. I think that is right. Outside the normal scope of 
your regular business. 

Mr. Harpwick. We would hate to have to live on it. Let’s put it 
that way. 

Senator CiarK. That is right. 

Mr. Harpwick. But one other thing I would like to point out is that 
a great many of the applications of this nature which we receive, which 
to.us are marginal, where we can see a real justification for them per- 
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haps largely from the standpoint of providing an asset or a greater 
asset to some local area, we do introduce those people to local invest- 
ment bankers who have the feeling of the area, and who have the access 
to the people in the area who would benefit morally or financially from 
a thing of that sort, and we are personally prepared to give it such 
technical assistance as they may lack locally. 

Senator CLark. Let, me ask you whether there are really investment 
bankers? We have had a good deal of testimony before this committee 
that that kind of animal ion not exist outside the Atlantic seaboard. 
In particular, Senator Fulbright, chairman of the full committee, 
abate point from time to time that there just is not any financial 
institution in the State of Arkansas. which is equipped to handle the: 
most.meritorious small business that comes ardund. When they come 
to New York, of necessity, they find that the rates and other factors 
involved are very high, due to the fact that there is very little money 
in it for a New York investment banking concern, with a very great 
risk attached, and not much liquidity, with the end result being that: 
he cannot get the capital. 

I wonder if you will comment on that? 

Mr. Harpwick; Mr. Chairman, the securities business has changed 
a great deal in recent years. I think, to me it is a highly professional 
business, and I am very proud to be in it. Of course, technical develop- 
ment, if you like, naturally has been more evident in the larger houses 
and in the larger financial centers. We.run a training school for our 
own employees. We also provide guést training under the Eisenhower 
fellowship to a great many foreign — and also to a great many 
smaller investment bankers throughout the country. When.ason comes 
into the business, or whoever it is, we take him in and give him 8 months 
of very thorough training, as thorough as we know how, so he can go 
back to Topeka, Kans., or so he can go back to Augusta, Ga., or wher- 
ever it may be, with the knowledge of fundamental investment bankin 
and its problems, and what it is supposed to provide. So he goes bac 
with the understanding of the operation of so-called Wall Street, La- 
Salle Street, or Montgomery Stret.. That all takes time. It is a matter 
of education. 

But I could sit down and tell you firsthand. I do not think you can 
name any small financial center of the country but what I can pick 
you at least one good investment banking firm there. 

Senator Ciark. And you think it is growing ¢ 

Mr. Harpwick. There is no question it is growing. 

Senator Ciark. And you think those smaller firms have adequate 
vapital to handle this need ¢ 

Mr. Harpwick. Our competitors know this, I think, so we are givin 
away no secrets. We concluded a long time ago that the average loca 
businessman, if he has a financial project of a capital nature, or long- 
term nature, goes first, to his local commercial banker. Then if he has: 
a reasonably capable and honest local investment banker he will go to: 
him. If neither one of them is able to provide the advice, the tech- 
nical services, or the money that is required to do the financing on the, 
proper basis, that is where we come in. 

These local fellows we invite to bring such cases to us. If they are 
sound we will provide the backing, financial and otherwise, and the 
technical work that is necessary to do the financing. 
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We will do that on any number of bases: Either in sharing in the 
underwriting profit, or on a fee basis. But to us it is a perfect] 
logical way for the larger pools of investment capital in New York 
and Chicago and Philadelphia and San Francisco, and so forth, to 
participate in the development, of good, local businesses throughout 
the country. They are not.going to come to us in New York. 

Senator Ciark. I do not want to throw any rocks at your colleagues. 
I have a great admiration for the investment banking profession. In 
fact, you can say in a way I sprang from it myself. But I do not 
think that the legitimate—and this again is an empirical judgment— 
I just do not think that the legitimate capital needs of small businesses 
in Allentown, and Bethlehem, and Scranton, and Wilkes-Barre, and 
Lancaster, and York, and Erie, and a number of other communities in 
my own. Commonwealth, are being met at all, and certainly not ade- 
quately, by the small type of.investment banker who you give me hope 
to think is on his way up with adequate capital. It is pretty clear 
to me that the capital markets. of .Pittsburgh and Philadelphia are 
not able to take care of them either. 

. Again I say I cannot prove, that with statistics, and perhaps you 
can prove [ am wrong. 

r. Harpwick. I think it would be possible, and I think it would 
be highly. beneficial, through either the Investment Bankers Associa- 
tion or the National Association of Security Dealers, to conduct a 
survey of the investment banking firms throughout the country—and 
I believe there are some 1,400 of them who are members of both organi- 
zations—as to the number of instances in which financing of this sort 
has beén referred to them, and the number which have been refused 
or turned down, and the principal-reasons for it. 

Senator Ciark. I think the third part of the Fedéral Reserve study, 
which is not yet available, is going to touch on that. We have been a 
little disappointed that, the Investnient Bankers Association did not 
feel they were ready to testify before this committee on these bills. 
Weare hoping to get. the benefit of their thinking a little later on. 

Mr. Harpwick.: The thing that puzzles me, Senator, is what the gap 
consists of. In other words, suppose I retired tomorrow and decided 
to open a corner fruit store in the little town I live in in New Jersey. 
I have no demonstrated experience in the field and immediately I am 
up against large national chains and large local purveyors of food- 
stuffs and whatnot that cater to the carriage trade, and have been 
doing it through several generations. I want to come in and borrow 
some money. What part of the gap do I fit into there? 

Senator Crarx.. I think that is a good question, and while it is not 
my function to answer it on this side of the table, I am a little dubious 
myself as to whether that kind of an enterprise is what we are thinking 
of. I think most. of-us are thinking more about the small manufac- 
turing company, or the small company which has come up with some 
kind of an invention, or a new development which they have expanded 
pretty rapidly, that they have expanded as far as they can go without 
more capital, and they need it. 

Mr. Harpwicrk. Mr. Chairman, when I started earlier and said we 
have embarked on this so-called venture capital operation in my firm, 
I think I mentioned to a considerable extent we saw the need for it in 
the electronics industry. 
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Senator Crark. Yes. And that is a good example. 

Mr. Harpwick. There we run into, and I could name you a num- | 
ber of cases we have had a bath in, some brilliant fellow who is a : 
genius and inventor and who comes up with an idea that represents 
a distinct advance in the field and appears to be commercially adapt- 
able. 

Senator Ciark. But he cannot read a balance sheet. ' 

Mr. Harpwick. Absolutely. Now, where do you go from there? 
That is our headache. Sure, we can analyze the ideas and the funda- 
mentals of this thing, but ‘when you get into the area of required 
management to justify particularly equity money—and I do not care 
whether you are talking about General Motors or Montgomery 
Ward—you come right down to the question of management every 
time and that is awfully hard to assess in small companies. 

Senator Crark. I am going to withdraw for a minute and call on 
my colleagues for help, but before I do so I think it is pretty clear 
nobody could justify putting Federal money, much less private money, 
into that kind of situation. Therefore I think we both have to agree 
to discard any applications of that sort. 

But the unsolved problem with respect to which our judgments 
perhaps differ is how many other enterprises there there are left 
which need and are entitled to get this kind of assistance, and are not 
getting it today. 

I see Mr. Davis is anxious to get in on that point. 

Mr. Davis. I want to get into this by way of a specific illustration. 
Again I have to refer to North Carolina and a particular county in 


the mountainous. section which has a surplus labor situation. Itisa , . 


county that derives somewhere between 80 and 90 percent of its. crop 
income from the production and sale of tobacco. ‘Tobacco: has been 
in a somewhat precarious situation in recent years and they want to 
develop a poultry enterprise in that particular county, and they had 
aggressive and able bank leadership, although it was a comparatively 
small bank with, I think $2 million or $3 million in deposits. 

Through the activity of:that banker with a careful approach and 
using the State agencies and extension workers, and the like, he put 
together a very interesting poultry-processing operation and eviscer- 
ating plant, complete, modern, and efficient. He went out into the 
country to his savings depositors and got together $165,000 in capital. 
His own bank participated to its legal limit, I think in the neighbor- ° 
hood of $63,000 to $65,000. ‘Then he went to the business develop- 
ment corporation for a loan of $157,000, and I am sure when I say to 
you it was a 10-year credit. 

That one operation added to North Carolina’s poultry-processing 
capacity some 1214 million broilers per year. Based on another op- 
eration of a similar kind in which the capital was raised locally and 
again supported by the business development corporation, another 
new company has started. 

There are two proposals which have been approved by the business 
development corporation which in effect would lead to an overall in- 
crease in our broiler-processing capacity of some 53 million birds a 
year, which, compared with 94 million production in 1956, shows you 
what percentage increase that means in the volume of our processing 
of agricultural production in North Carolina. 
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Senator Ciark. I think that is fine and all to the good. I am de- 
lighted to hear any success stories, and it does buttress what you and 
I both said, which is that the State development corporations are 
filling a useful purpose. 

The only unsolved question is whether they are filling all of the 

ap, or most of the gap, or only a little bit of the gap, and how big 
the gap is. 

Mr. Davis. Yes. The point I wanted to make, of course, is that 
the economic necessity, coupled with aggressive leadership on the local 
front, without benefit of Federal support or encouragement, worked 
in the direction of solving that particular problem and is doing it 
in other cases and not only in North Carolina. 

Senator Crark. I will call for help now from Senator Case. 

Senator Case. Mr. Chairman, I do not think I can contribute very 
much to a discussion between experts; people already in this field. 

I wonder if I could get a statement from Mr. Hardwick on this 
question of the gap, and where it is, It is nice to have a Jersey man 
here, incidentally. 

I would think that the illustration that has just been given to us 
in this poultry operation’ would probably not be a matter that your 
firm would be interested in. It just.seems to me that it does not have 
the infinite potential that justifies you in joining in this kind of 
thing. It is pretty small in.itself, and I suppose it would come under 
the category of those who could not afford to pay the fees necessary 
either for advice, consultation, or underwriting, and which would 
really justify your firm or investment bankers as such to go into it. 

This raises the question, Is there a. gap in size of firms lacking the 
potential for infinite expansion and infinite profit perhaps with great 
risk? Is there a gap in that area in your judgment ? 

Mr. Harpwick. I am not quite sure I understand your question, 
Senator. 

Senator Case. I am trying to frame the question so that it will 
clearly depict what I mean. Perhaps I am having difficulty because 
of my lack of experience in this subject. It seems to me this was not 
perhaps the kind of thing the investment banking community would 
be heartily interested in. 

Mr. Harpwicx. I think this is the type of thing to which the State 
banking setups are quite properly slanted. I think that they can fill 
a certain part of that gap that was been mentioned in a very con- 
structive way, from the mansipoant primarily of aiding the local com- 
munity, from the investment banking point of view. 

I think, as I said, I have read these bills and I do not pretend to be 
expert in them. In fact, I have several questions on them I have not 
been able to get answers to, but I think we are thinking primarily 
of the industrial, manufacturing and commercial enterprises. We 
are started on the basis of primarily electronics because of the vast 
need, and also the experience of the very rapid development in that 
field which has overall effects on almost everything you can think of. 

I do not think that the eviscerating of chickens quite lands in the 
same category I had in mind. I do not say it is not a very worth- 
while thing from the standpoint of the community. I think there 
should be means provided for it. 
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Senator Ciark. Could I ask the Senator to yield for a moment to 
make the point that the eviscerating of chickens is surely not in your 
field, but doing approximately the same thing to cows and hogs would 
be. That is an interesting commentary on the difference between the 
packers and the poultrymen. 

Mr. Harpwick. Let us say we are in a gray area again. 

Senator Crark. I am really being facetious, but you would not 
hesitate to underwrite an issue of Armor & Co.’s stock. 

Mr. Harpwicr. Well, we have been bankers of Wilson & Co. for 
many years. 

Senator Crark. Thank you. 

Senator Case. Again you have been most helpful. _I am just trying 
to see if we can push this a little further. 

I am under a disability because I do not have the questions to ask 
as well as the people who are in the business can. You touched last 
on the point which seemed to me to have perhaps some relevance. 
Where there is more than one business at least in the area, a job perhaps 
can be done to help a whole area, but if several. of these things are 
gotten underway, none of which, or perhaps all of them taken together, 
would not have the infinite gross potential that would make it attrac- 
tive to you, is there an area there that we should be interested in? I 
am not saying now or asking you now whether the Federal Govern- 
ment should or not. But is there a question of whether there is per- 
haps an area of this sort in which the private investment banking 
business is not up to what is expected ? 

Mr. Harpwick. I will answer your question by saying that is not our 
cup of tea. The situation Mr. Davis just outlined is one that appears 
to be strictly local in character. Apparently the needs were met 
through local means. If there is a demonstrated lack of ability for 
local financial sources to take care of meritorious cases of that sort, 
then I think it certainly is a matter for the Senate and House to think 
about, as to whether there should be some big brother help from the 
Federal level. 

I still think those things must be judged and determined obviously 
on the basis of the local need and the local benefit by local people, who 
are best qualified to judge it. 

Senator Casr. Thank you. 

Senator Ciark. Senator Proxmire ? 

Senator Proxmire. First I would like to ask some questions of Mr. 
Davis. 

Mr. Davis, I think it is most remarkable, and perhaps not most 
unique, but most heartening that the chamber of commerce is taking 
a position which is objective and to some extent at least quite friendly 
to this legislation. I notice you have in your specific proposals, begin- 
ning on page 4, a statement that you feel that direct financial assist- 
ance, if it should be undertaken, should conform to certain standards. 
Those standards, to my recollection, comply pretty much with what 
the American. Bankers Association recommended too. That is, they 
were to be temporary in character and stimulate private participation, 
and not involve the Federal Government in direct equity ownership 
of private business and the use of State financing organizations, 


2489758 —— 20 








e 


302 FINANCING SMALL BUSINIBSS 


I recognize you are not taking a position which is completely nega- 
tive as far as this is concerned. You say there might be advantages 
in this kind of legislation. 

Mr. Davis. I do not think, Senator, that I can answer your state- 
ment there affirmatively. We say that:we recognize that there may be 
a need in this area, but we firmly believe that the need can be met at 
the local or State level. 

Senator CiarK. Will the Senator yield ? 

Senator Proxmie. Yes. ~ 

Senator CrarKk. I think we oyght to be pretty clear about that, 
because I got the same impression from your statement that Senator 
Proxmire did. 

Do I understand that the United States Chamber of Commerce is 
opposed to Federal legislation in this field ? 

Mr. Davis. I would say, Mr. Chairman, that as of now, under the 
present situation, with only two-thirds approximately, or a certain 
portion of the Federal Reserve survey having been completed, and 
with part yet to come, as I understand it, which will relate to a direct 
investigation of small business itself—not indirectly, but they will 
actually investigate the small-business problems to see whether they 
can come up with an answer to it—under present circumstances with 
the private initiative already demonstrated in several States and 
with increasing interest throughout the country, we do not believe that 
the situation requires Federal help or support. 

Senator CiarK. I do not intend this as a critical question, but merely 
to get the record clear: To what extent has this matter been dis- 
cussed at the grassroots and in the local chambers of commerce, and 
on up to the national chamber before giving your testimony ? 

Senator Proxmire. The Chairman anticipates my question. 

Mr. Davis. I would answer that in this way: As you know, policy 
considerations are always finally approved through representative in- 
terest of the some 3,400 local chambers. I think they. have votes 
ranging up to 10 for any 1 chamber depending on the membership 
size. ‘There are clearly definite policy matters which are approved 
by the chamber. The chamber has expressed itself consistently as 
being opposed to Federal intervention in private enterprise matters. 

We feel the present situation falls in that category. 

Senator Ciark. I am not sure you have completely answered my 
question and I am sure it was inadvertent. Have the local chambers 
of commerce, which are at the grassroots of your organizational 
hierarchy, had an opportunity to express themselves on this matter 
within the last 12 months, or is this merely a representation of the 
policy of the national board without reference back to the constituent 
members ? 

Mr. Davis. I would answer that this way, Mr. Chairman: Many of 
the local chambers, as I understand it, have expressed themselves. All 
of this information that has been developed periodically over a period 
of months in connection with this legislation has been made available 

to them, and it has been made available to all of the members of the 
finance committee. 

Senator Ciark. I am sure it has. 

Mr. Davis. So I would say sufficient opportunity has been made 
available to both the chambers and the members of the finance com- 
mittee to express themselves on this particular legislation. 
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Senator CLarKk. But they have not actually been polled ? 

Mr. Davis. There has not been an overall poll to my knowledge. 
Yes, sir. 

Senator Ciark. Senator Proxmire. 

Senator Proxmire. In my State of Wisconsin, for example, you 
have not received any representation from any chamber there for or 
against this legislation. Isthat right? 

Mr. Davis. To my knowledge, I just cannot answer that question, 
Senator. I donot know. 

Senator Proxmire. Are you appearing as chairman of the finance 
committee ? 

Mr. Davis. Yes, sir. 

Senator Proxmire. And this is a conclusion of the finance commit- 
tee of the chamber of commerce ? 

Mr. Davis. Yes, sir. As approved by the board of directors. 

Senator Proxmire. As approved by the board of directors. I see. 

Mr. Davis. Yes, sir. 

Senator Proxmire. I would like to get into the adequacy of the 
various State organizations, but before I do that, I think your state- 
ment on page 2 is mighty helpful. You point out the reasons for 
the gap, and I think this is an excellent way to evaluate this legisla- 
tion. You start off by saying one of the reasons is the high pro- 
gressive tax rates. Taxes are one of the reasons for the gap, you say, 
and I would agree firmly. 

It is interesting that both the House and Senate have bills to at- 
tempt to correct this for small business. 

In the second place you mentioned reluctance on the part of man- 
agement to seek outside equity capital. Much of that reluctance, of 
course, is the difficulty of procuring outside long-term capital without 
diluting their equity, or without paying exorbitant interest or fees. 
Isn’t that correct ? 

Mr. Davis. I would say essentially, sir; it is the lack of desire 
on the part of management to dilute its equity position. Likewise, 
Specially with respect to these small businesses which have been 
started by a family or an individual, it is a desire not to have someone 
from the outside telling them how to run-their business. .So as a con- 
sequence they hold on as long as they can to their equity position 
without going outside the company. 

I say it is a combination of that, plus the fact: that if they can 
get the money on a borrowed basis and charge the interest for tax 
purposes, they would prefer it, as opposed to getting outside capital. 

Senator Proxmire. Many of the businesses need outside equity 
capital, so this legislation may answer this very difficult problem of 
being unable to get the equity capital they need without diluting their 
ownership and being in a position where they cannot procure long- 
term loan capital without creating an unsound financial situation. 

Mr. Davis. It seems to. me you also have to document that with 
respect to individual cases, because the desire of management has a 
lot to do with ownership. 

Senator ProxMire. Then you mention as reason No. 3:a desire to 
finance fixed investment through long-term loans. You recognize 
it may be an unsound desire and something forced by the equity 
situation. 
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Fourth you cite the difficulty in making contact with equity sources. 
Of course, this legislation is aimed exactly at that. That is a situa- 
tion which exists and makes it difficult for the businesses to get the 
equity capital they. desire. 

You list as fifth, problems incident to industrial dispersion and 
agricultural transition. Again it is in the interests of the country to 
disperse our industry, is it not / 

Mr. Davis. Yes, sir. 

Senator Proxmtrt. In many instances. And to provide jobs in 
agricultural areas where we are losing manpower, where we have the 
manpower we need on our farms. 

It seems to me the State development situation at least as reinforced 
and strengthened through Federal legislation might help to justify this 
legislation. 

Mr. Davis. That brings up to me an economic question which comes 
into the equation insofar as providing it for any specific pu " 
You take the shift in the textile industry from New England to the 
southeastern area. By way of illustration, finishing companies and 
finishing plants that have long historically been associated with a 
given industry. If a. basic industry moves out it leaves an economic 
gap and no amount of capital can essentially solve that problem. 

We have the problem in our own part of the country where the pro- 
ducers of cotton moved southwestward into the Southwestern United 
States and California. We have small ginning companies and small 
businesses which have no.economic justification for their continuance 
there. We think that economic aspect has got to be taken into con- 
sideration, whether it is State money, or Federal money, or private 
enterprise. .None would support an uneconomic operation. 

Senator Proxmime. It may be this legislation will help in both ways. 
In the first place, to establish sound smal] businesses in some of these 
areas, which would promote dispersal; and help also to reestablish 
new businesses in the old areas where industry has been moving out 
and where there is labor and other advantages, but are losing some of 
those through losing specific industries. 

Mr. Davis. Yes. We agree with that thesis, but we believe that the 
area or State that needs that kind of industrial development to supple- 
ment its situation will find that there is sufficient capital available at 
the local and the State level. 

Senator Proxmire. The need for this kind of thing has been shown 
by the action taken already in New England, which is notorious, 


justifiably or not, as an area that has been losing industry. Their 


response to this has been to strengthen their State development corpo- 
rations and it is probably the leading section of the country in that 
sort of thing. 

Mr. Davis. Yes, sir. We have not questioned some degree of need. 
We think it is rather undetermined as to the extent. _We simply are 
making the basic point we think those needs can be best served on the 
local and State level, and there is a good start in that direction. 

Senator Proxmime. I will come to that in a minute. 

In regard to your point No. 6, “Restrictions and regulations sur- 
rounding securities issuance,” again the bill tries to meet that. 
Whether we can or not, of course, we provide an exemption at least in 
some of the legislation for SEC registration. Whether we should or 
not is‘another question, but at least it helps to meet that restriction. 
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No. 7, “Resulting high fixed cost of securities issuance, especially for 
smaller issues.” Wetry to meet that problem. 

Your point No. 8 is the rising importance of institutional invest- 
ing. I think this is helpful at least to my. mind in strengthening 
the justification for this Kind of legislation, although I can see your 
very legitimate feeling that this might be big brother and big gov- 
ernment stepping in where it has no business in providing equity 
capital in an area which has been the heart of free enterprise—the 
equity ownership of small business. 

Let me consider this: I understand the chairman to some extent 
has already considered it and perhaps much more exhaustively and 
expertly than I could, but I would like to pursue the question of the 
adequacy of our present State development corporations. As I un- 
derstand it, your State is one of the leading States. Perhaps on a 
per capita basis it is the leading State in the funds provided through 
a development corporation. Over $4 million have been pledged in 
North Carolina. 

Mr. Davis. Yes, sir. 

Senator Proxmrre. And on a per capita basis that is excellent. It 
rates with New York. Perhaps it is a little behind Massachusetts 
per capita wise, but it is one of the best 2 or 3 States. However, it is 
most atypical. As you say in your own testimony, only seven of 
these States are at all active. Four states, including my State of 
Wisconsin, have a development corporation in name only, and no 
funds have been made available. That leaves some 36 States out 
of the 48, or 37 States, that have nothing. They do not even have a 
beginning. 

Under these circumstances, how can you say that the present State 
development corporation system seems to be providing this need ? 

Mr. Davis. To me it is important to answer in this way: It is ap- 
parent from our testimony we believe that the initiative should come 
locally and at the State level. In your own State of Wisconsin, using 
a 2-percent-of-capital-and-surplus ratio, which apparently has been 

nerally accepted as a standard—whether North Carolina selected 
it from the New England States or not 1 do not know—but using 
that against the aggregate capital and surplus of banks both State and 
National, in Wisconsin you would have a potential contribution on 
the part of Wisconsin’s banking system of some $414 million in ad- 
dition to capital that might be subscribed by stock by private enter- 
prise within the State of Wisconsin. 

Sentor Proxmire. Potentially it is there? 

Mr. Davis. Yes, sir. 

Senator Proxmire. But it needs some spark and drive, whether it 
is temporary or not, to get it going. Thani seem to recognize that. 
We had a representative of my own State representing the Ameri- 
ean Bankers Association who testified here, and who admitted that 
and supported this legislation. He admitted they are getting it going 
in Wisconsin and these other States. 

Mr. Davis. Could that be a failure of the leadership of the State 
to recognize the problem and the need? In other words, we think 
there is sufficient evidence on the basis of the States that have already 
undertaken it voluntarily without Federal support. We know it 
can be done there. 
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Senator Ciarx. If I can interject a comment here, I would say 
it is because the source of the funds was essentially a commercial 
banking source and they do not want to get into this kind of thing, 

Mr. Davis. We still think there is sufficient evidence to show that 
a number of States are actively doing it, and many others are quite 
interested. 

Senator Proxmire. Some States have done it, but the need has been 
discussed in the business community very widely, and in the political 
community too in Wisconsin. Everybody knows it is a fine thing, 
but nothing is being done, because the initiative just has not been 
sufficient. 

We have one splendid banker in central Wisconsin who is deeply 
interested in this, and who pledged money from his own funds and 
his bank’s support, but that is just one bank. The businessmen 
urgently need it, and we all recognize, as you set forth so ably in your 
brief, the many reasons why this gap exists and the obstacles that 
have to be overcome. 

It seems to me it just is not being accomplished. I can see why 
North Carolina perhaps does not need it, but Wisconsin does need 
it, and it seems to me the vast majority of States do need it. 

Let me ask you, Mr. Hardwick. You expressed a concern about the 
possibility of the Federal Government making loans available per- 
haps to people who are not qualified in management from the stand- 
point of experience or management ability, and you gave the example 
of a fruit store. It seems to me the way the bills are drafted now 
more or less with the total of private capital involved, there is $1 
billion that can be made available, which is a drop in the bucket, as 
you well recognize, in terms of the whole American economy or the 
small-business economy. Therefore, it would seem to me any fear 
that this might go to fruit stores or to inefficient and inexperienced 
persons is most unlikely. In a limited way the demand is likely 
to be far greater than the supply, and if any degree of judgment is 
exerted on the part of the peonle who run these intermediate invest- 
ment firms it would seem that it would go to the people who are com- 
petent and who have the need for it and have prospects of growth, 
and almost entirely in the manufacturing industrv. 

Mr. Harpwick. I think that is financially what all of us would 
want to see. Senator. I pointed out that the only comments I could 
make would be based on my experience in our own firm. We think 
we are reasonably experienced. We have been in business for eighty- 
odd years and have a fairly good competitive standing, so we must 
have some indgment 

Senator Proxmtre. I have a great resnect for Smith, Barney, I 
must say. I went to Harvard Business School, and I always wanted 
to be an investment banker. I worked for Glore Forgan for a 
while, and then I worked for J. P. Morgan & Co. Unfortunately 
I was with J. P. Morgan after investment banking was divorced from 
commercial banking, but I have some familiarity with investment 
banking and a great. admiration for your firm. 

Mr. Harvwicr. Thenk yon, 

In.our exnerience the problem as pointed out at some length has 
been the difficulty of determining management needs as an enterprise 
grows; the difficulty in determining whether or not the management 
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with which you start is broad enough to be able to discharge its greater 
responsibility and greater problems, and, if not, where do you get the 
aitional management that is required. That is supposed to be our 
business. We learned that perhaps the hard way. We sat in and 
tried to work this thing out becuse our name is on them. While 
some professional investors put in thier money, they are nevertheless 
dependent on our judgment, and in more cases than not our money 
and time is also in it. 

We have come to the conclusion that is the $64 question, and, as I 
said earlier, and I was not being facetious, if the Federal-Government 
through any agency can provide that type of judgment I would like 
to buy it. 

Ramabes Proxmire. I would certainly agree with you that the Fed- 
eral Government, of course, is not going to provide that kind of 
judgment. It is to be done, as I understand it, by intermediate in- 
vestment agencies. 

Mr. Harpwick. As I understand it, and as I say, I am only gen- 
erally familiar with these bills, it is a sort of matching proposition, 
with the Federal Government providing one share if the local invest- 
ment agency will provide the other share. Is that correct ? 

That brings me up to one thing: Perhaps I should not take your 
time to say it here, but it is important to me. 

Senator Proxmire. Let me interrupt to say the thing that concerns 
me about your example, which I thought. was splendid, of a medium- 
sized business growing into a good-sized one with 800 employees, I 
think you said, which grew up to 4,000 and sales that expanded from 
$5 million to $77 million. That is really not the size of hens which is 
the concern of our committee, or my concern, at least. It is the firm 
of less than 500 employees, and less than $5 million in sales. 

Mr. Harpwick. And yet this company was a small company that 
was at a competitive disadvantage with two very large competitors. 
Three hundred thousand dollars at that particular point was adequate 
for their financial needs to put them in a position to compete. They 
have had the management and they obviously had the know-how. 

Senator Proxmire. But they were big enough so that Smith, Barney 
could afford to go to the extent of investigation, and so forth, and 
could justify that on the basis of the size of the security issue they 
were going to have. If they were half the size, would they have been 
big enough, even if they had had very competent management ? 

Mr Harpwick. I would like to give you an example. Here I will 
have to ask you not to ask for the name. This is one of the situations 
where we had a genius at the head of the business, but ‘his genius 
was in certain engineering fields. He obviously was not strong in 
management. 

The reason we were successful in this is that we recognized, before 
we provided the money, that was the case, and we tied in management 
before he ever got a dollar. 

In every one of these things, good or bad, you come back to the one 

oint, which applies to Mr. Davis’ bank, I am sure,and it applies 
to us, where it 1s a loan whether it is to Wilson & Co., or whoever it 
is. It is not so much a matter of collateral, and not so much a matter 
of the cash position on the balance sheet, but a matter of competitive 
ability and management. That is what you are buying and betting 
on when you put your money in. 
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Senator Ciark. If there are no further questions, I think we ought 
to move ahead with the next witness. 

Mr. Harpwicx. May I ask one question, Mr. Chairman, which 
Senator Proxmire brought up? 

Senator CiarK. Yes. 

Mr. Harpwicx. He was talking about the exemption under this 
act, S. 3651, from the SEC and the 1940 Investment Company Act, 
I am not clear from a reading of this bill. It says that the local 
investment companies can borrow money from the Administration, 
which I guess is the Small Business Investment Administration or the 
Small Business Administration, and from private sources. 

Does that mean that at one stage of the game this local investment 
company could go out and sell convertible debentures of some local 
company that had been financed through the public without SEC 
supervision ¢ 

Senator Cuarx. If I may interject a comment, I think the witness 
is talking about S. 3643, which is the administration bill. 

Mr. Harpwicx. I may be confused on that. 

Senator Crark. S. 3651 does retain a substantial amount. of SEC 
supervision. 

Mr. Harpwicx. It is needless to point out perhaps the general in- 
vestor certainly needs more protection on a small company without 
a demonstrated record of earnings and ability than he does in the 
case of a large company. 

Senator Ciark. I personally would agree with you. 

Senator Proxmire. I would agree with him too. 

Senator Caspr. Your point particularly is that the investment com- 
pany provided here should not have an exemption themselves for 
securities of other companies? 

Mr. Harpwicx. I do not think it should be possible at any stage of 
the game for the general public to be presented with the opportunity 
to buy securities issued under the aegis of any of these bills without 
proper policing and supervision by a competent governmental agency. 

Senator Casg. Does that apply to securities of investment companies 
themselves, as well as to securities held in their portfolio of small 
businesses generally ? 

Mr. Harpwics. I certainly would not want myself to buy the secu- 
rities of those investment companies without. pretty careful examina- 
tion of what the money was invested in. 

Senator Cuark. Mr. Davis. 

Mr. Davis. May I add one thought? Coming back again to this 
so-called gap in financing; Mr. Hardwick, I think, made some excel- 
lent points with respect to the managerial deficiency aspect in respect 
to either long-terin credit or capital. I want to add one thought 
with respect to the economic potential. It is a matter that perhaps 
you could undersand in New Jersey and Pennsylvania as oe as Wwe 
do in North Carolina. It has to.do with a problem to which the full- 
fashioned hosiery industry has been exposed in the past 5 years. We 
have investigated ‘that point. During the past 5 years 460 full-fash- 
ioned hosiery mills have had to close down. There have been about 
160 that have started up. Either these that I have referred to were 
closed down or they moved to some other section and the new ones 
started up, but a net decrease was had of 300 full-fashioned plants in 
the last 5 years. 
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I would say essentially the hosiery industry is a small-business 
industry. This contraction has come about due to the changes in 
demand and marketing problems. Apparently it is not a ‘seasonal 
situation. The ladies moved from the full-fashioned to seamless, 
and as I understand it, we had a reduction in the full-fashioned 
volume. It declined from 5114 million dozen pair to 40 million dozen 
pair, and we have seen the production of seamless increase from 714 
million dozen pair to 18,800,000 dozen pair. 

Today the most efficient full-fashioned plant is having to sell its 
hosiery on 51-gage equipment on a cost basis of around $5.17 a dozen. 
That is their lowest cost. The 60-gage equipment produces on a cost 
basis of about $5.30 a dozen, but in each instance the market price on 
that production is below the most efficient cost based on the best 
estimates I can get. 

This is an industry saddled with a fundamental problem. It will 
take time to shift from full-fashioned to seamless and yet there. is 
ample credit in either the commercial or investment banking fields on 
3-, 4-, or 5-year terms to enable these companies to convert. I would 
say by no stretch of the imagination can it be determined that the 
problems of the full-fashioned hosiery industry are those for want of 
adequate capital. 

Senator Ciark. Thank you very much, Mr. Davis. Thank you very 
much, Mr. Hardwick. We appreciate very much your having come 
here. I think your testimony has been most valuable to the com- 
mittee. 

Mr. Davis. Thank you, Mr. Chairman. 

Senator CiarK. Without objection, the statement attached to Mr. 
Davis’ prepared statement, entitled “Statewide Privately Financed 
Credit Corporations,” together with an accompanying table, will be 
made a part of the record at this point. 
(The documents referred to follow :) 


STATEWIDE PRIVATELY FINANCED DEVELOPMENT CREDIT CORPORATIONS 


The statewide privately financed development credit corporation is an organi- 
zation in which the resources of a State’s private lending institutions may be 
brought together to provide financial assistance to deserving industrial ven- 
tures. 

There are two classes of participants in development credit corporations: 
(1) stockholders—stock is subscribed to largely by business firms: which recog- 
nize their interest in fostering the industrial development of the State; and (2) 
institutional members—lending institutions which commit a fixed percentage of 
their capital and surplus for the corporation’s lending operations. 

Loans made by the development credit corporation go to applicants who can- 
not obtain financing from normal banking channels. Typically, recipients of 
loans are relatively small businesses. The board of directors, which includes 
both stockholders and lending institutions, provides business management advice 
as well as loans (or instead of loans) when the need is apparent. 

The first development credit corporation was chartered in Maine in 19. 
Since then, corporations have been set up and are making loans in all the New 
England States (except Vermont), Minnesota, New York, and North Carolina. 
Over 20 other States have given active consideration to forming such organiza- 
tions, and in some cases they are actually set up but not yet making loans. 

Several variations are operating in some States: Kansas has established re 
gional development credit corporations within the State. In Pennsylvania, the 
Pennsylvania Industrial Development Authority was established in 1955, to use 
entirely State funds for industrial development financing. New Hampshire 
and Maine have also established public authorities to supplement activities of 
their privately financed organizations. In Arkansas, the development finance 
corporation is financed by both private sources and the State government. 















































310 FINANCING SMALL BUSINIESS 


Data which follow refer to the seven statewide privately financed development 
credit corporations which had engaged in loan activity as of December 31, 1957, 
Data is effective December 31, 1957. 
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Senator Crark. We will ask Mr. Brennan, the next witness, to come 
forward. 

We are happy to have you before the committee again, Mr. Brennan, 
I do not know whether Senator Proxmire and Senator Case are aware 
of the fact that you testified exhaustively on this subject last spring. 
I have to leave temporarily to attend to another matter, but I will leave 
the committee in the hands of Senator Proxmire, and will ask you to 
bring your testimony of last spring up to date. 


STATEMENT OF FRANCIS P. BRENNAN, CONFERENCE CHAIRMAN, 
NORTHEAST CONFERENCE OF DEVELOPMENT CREDIT CORPORA- 
TIONS, EXECUTIVE VICE PRESIDENT, MASSACHUSETTS BUSINESS 
DEVELOPMENT CORP. 


Mr. Brennan. My name is Francis P. Brennan. I am executive 
vice president of the Massachusetts Business Development Corp., and I 
am also chairman of the Northeast Conference of Development Credit 

Yorporations, which includes the six New England States and New 
York. 


Lam here at the invitation of your committee to express my views on’ 


the various bills being studies by the committee to, if you please, 
quote one of those bills, to establish a program to stimulate and supple- 
ment the flow of private equity capital and long-term loan funds to 
small-business concerns. 

It is not, my purpose to comment on the relative merits of the various 
proposals, but to restrict my testimony basically to the proposed rela- 
tionship between the development credit corporations and the agency 
designated to implement any program which the Congress might 
approve. 

The Northeast Conference, I might add, has not had an opportunity 
to formulate a definitive policy on the bills in question. My remarks, 


oe 


~ as se ~~ FF 


, 512, 218 
, 263, 304 
, 603, 114 
, 578, 826 

68, 655 


et 


int of 


‘ercent 


37.3 
12.7 


5.1 
100. 0 
“ome 


nan, 
ware 
ring. 
eave 
yu to 


[AN, 
RA- 
TESS 


tive 
nd I 
edit 
New 


3 on’ 
ase, 
ple- 
s to 


ous 
ala- 


ney 
eht 


‘ity 
‘ks, 


FINANCING SMALL BUSINESS 311 


therefore, reflect the thinking only of the Massachusetts Business 
Development Corp. 

It is the philosophy of our directors that small-business financin 
is basically a function which should be fulfilled by private sources, and 
United States Treasury funds should be conserved to the utmost degree. 
If conditions dictate, however, the necessity for the current proposals, 
then we feel that private institutions should be utilized to the maximum 
extent possible where available. 

In his testimony before the committee on April 21, 1958, William 
McChesney Martin, Jr., Chairman of the Board of Governors of 
the Federal Reserve System, stated : 

It will be no easy task to design such a program. Our study does not point 
to any one best approach, but rather suggests that emphasis should be put on 
flexibility, broad private cooperation, and participation and protection of the 
public interest. 

We feel that the existing development credit corporations embody 
all of these features. They have few, if any, restrictive rules of regula- 
tions. Their funds to date have been of a strictly private nature and 
no loan, regardless of credit factors, is approved unles there is a strong 
element of public interest. 

The administration of the corporations is at the local level by out- 
standing local business and finance leaders intimately familiar with 
the needs of local concerns. 

The Federal Reserve System has compiled a comprehensive report 
on small-business financing, including a detailed study of development 
credit corporations. There has also been further testimony on -the 
development corporations’ activities, and it is not necessary for me 
to quote statistics or go into further details. The corporations feel 
they have done a good job both in direct financing and in acting as a 
catalyst for the generation of funds from other sources. 

A great deal of time can be consumed in starting a program such as 
your committee is considering. We believe the most effective means 
to be the utilizing of existing mechanisms. 

The concept of development credit corporations, as you know, is 
spreading throughout the country and there are several States which 
have them under active consideration, although they are not actually 
in business. 

Regarding the proposed bills which have thus far been introduced, 
we would like to offer the following comments: To our knowledge 
there has been no limitation placed on the number of proposed small- 
business investment companies which might be authorized in each 
State. We feel that an adequately financed: development credit cor- 
poration can meet the legitimate needs of businesses, and therefore 
coordination in lendirig facilities should be encouraged. 

The credit corporations, as you know, derive funds from two sources: 
the sale of stock, first; and, second, borrowing from member banks 
and insurance companies on a pooling arrangement, usually with a 
specified debt to capital ratio. In Massachusetts the ratio 1s 8 to 1. 

The corporations vary from State to State as to the availability of 
funds and requirements of small-business firms. 

Senator Clark, in talking with the previous witnesses, used two 
terms in describing development credit corporations. First he said 
they were anemic and, second, that they needed a shot in the arm. 

Senator CiarK. I also said that they were mushrooming. 
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Mr. Brennan. I do not say this critically. In fact, to some extent 
I might agree with you for this reason: While development credit 
corporations have the same corporate structure, and they derive their 
funds from.similar sources and have the same mission in life, we are 
the first to agree that there can be a sizable difference in methods 
of operation and the types of loans they make and the size of operation 
and the need for funds. 

In Massachusetts we have sold almost $800,000 worth of stock, and, 
based on our 8 to 1 ratio, our members are committed to lend us $101% 
million. If we had as members all of the financial institutions of the 
State, that figure would be increased to $20 million. So I do not think 
that Massachusetts is anemic. | 

I think also that New York and North Carolina have reasonably 
sizable organizations. ‘The others may be small, but it should also be 
pepenens that they are operating in States which are less highly 
industrialized, although I think they need additional funds. 

Senator Ciark. If I may. interject a comment, Mr. Brennan, I 
would think that New York and Massachusetts would be two States 
where we would expect to find development corporations in a pretty 
healthy condition. I must admit I was a little surprised at North 
Carolina. But in those areas where there is a good and, over the 
long pull, prosperous capital market, I would expect this gap to be 
filled far more quickly than it would in other parts of the country, 
where the need is perhaps greater. 

In my own Commonwealth of Pennsylvania, we are traditionally 
a pretty good sized capital market and yet we have had areas of such 
chronic depression in many of our medium-sized cities that there is a 

retty big need in Pennsylvania for even this latest State industrial 

evelopment company which the last legislature and Governor Leader 
put through. I suppose in a way it is only getting underway, but 
they have the strong feeling there that they need that shot in the arm 
in Pennsylvania. 

Mr. Brennan. You referred to the Pennsylvania Industrial De- 
velopment Authority. They are limited in their scope of activities. 
They can, as you know, operate only in surplus labor areas aid can use 
funds only for second mortgages on new buildings to be owned by 
local industrial development groups for occupancy, or only by out-of- 
State firms moving into Pennsylvania. As a matter of fact, I think 
there is pretty good sentiment in Pennsylvania for establishing a 
development credit corporation as a supplemental vehicle for that. 

Senator Cuark.. Yes, I think you are right about that, which but- 
tresses my own thought that we have not had the success there that 

ou have had in Massachusetts, Even the witness from New York 
ast spring I do not think indicated a very healthy basis. 

Mr. Brennan. The thing that is most attractive from New York 
as far as your committee’s proposal is concerned—and I do not know 
how: it got into this legislation—is that they have a ratio of debt to 
worth of 10 to:1, or-$50 million, whichever is greater. Nobody knows 


why it came out greater instead of lesser. So they are probably well. 


fixed for funds. 
Senator Crark. Probably it is the usual legislative snafu. 
Mr. Brennan. With respect to providing for the needs—and it is 
extremely difficult to explore the amount of funds which are neces- 
sary—the current proposals for local development credit corporations 
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appear to us to be inadequate. For instance, in S. 3651 it is proposed 
to make loans to development credit corporations up to 50 percent 
of such companies’ paid-in capital and surplus. That figure for 
Massachusetts is $800,000, so we would be entitled to loans from this 
new agency of only $400,000 which could be utilized in 2 or 8 
situations. 

S. 3643 allows the Agency to make specific loans to development 
corporations for specific purposes, and it also allows us to borrow 
from the Small Business Administration an amount not to exceed that 
amount borrowed from all other sources combined, with the total 
loans from all sources not exceeding four times paid-in capital and 
surplus. As it is now it is 8 to 1 in Massachusetts, so I do not think 
that it does the corporation much good. 

In our opinion subordinated ‘debentures, possibly in an amount 
not to exceed funds made available by member banks and other fi- 
nancial institutions, would appear to be more equitable. This-would 
embody the philosophy contained in the current bills of matching 
public and private funds. 

Senator Crargk. What do you think about stock subscriptions to 
the State development corporations? 

Mr. Brennan. One of the reasons for my lack of a prepared state- 
ment today is that I could not get a directors’ meeting together until 
yesterday afternoon at 3 o’clock. We went over this problem quite 
thoroughly. That is one of the reasons why I use the term “sub- 


ordinated debentures.” One of the New England corporations is not 
averse to the Federal Government purchasing stock in their corpora- 
tion and also lending them on either straight loans or subordinated 


debentures. 

Our directors feel they do not want the Federal Government pur- 
chasing our stock. It is difficult to project what our needs will be. 
Every effort will be made when it becomes necessary to sell addi- 
tional stock and our directors express confidence that they can do it. 
On the other hand, if one of these proposals is deemed necessary by 
the Congress, I believe that a greater source of funds should be made 
available to the development corporation, and, whether particular 
ones utilized them or not, it is another reservoir to take care of the 
needs of businessmen in our State. 

The extent to which the proceeds of the above subordinated de- 
bentures would be used by the various corporations, as I say, is un- 
predictable, but they could function as a reservoir for future needs. 

We believe development credit corporations should also be granted 
Federal income tax treatment dimilae to that proposed for small 
business and investment companies. At the present time we have 
no specialized tax treatment. We are exempt from State income 
taxes but are liable for the payment of Federal income taxes. 

Senator Proxmie. Did you ask for an exemption from the Fed- 
eral income tax? 

Mr. Brennan. No. We explored the possibility informally. We 
never asked specifically. Lastly, potential investors in development 
credit corporations should be provided with tax incentives to encour- 
age sales of such stock. Occasionally, in our efforts to sell stock, we 
meet with reasonable success with a prospect but then he says, “What 
can I do with it if I want to unload it?” We say, “At the present 
time there is no market for it.””. Then he may back off. 
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On the other hand, if he were able to write off some percentage of 
his investment immediately, [ think it would encourage the sale of 
the stock. 

In summary, with our existing resources and additional potential 
funds as a result of the passage of one of these bills and favorable tax 
treatment, we feel that development credit corporations should be in 
a position to handle adequately the legitimate needs of small busi- 
ness in our various States. 

Senator Cuark. Mr. Brennan, when you were here before I made 
this comment to you: 

I get the feeling—and correct me if I am wrong—that you gentlemen are not 
very anxious to have the Federal Government come into your backyard because 
you think you are taking care of that backyard pretty well. 

Mr. BRENNAN. Thatis correct. That is right. 

You see no reason to change your mind, I take it? 

Mr. Brennan. No. Not based on present circumstances. And I 
might say I neglected to read that before I came down, so I guess I 
am consistent. 

Senator Ciark. It is a minor virtue anyway. Senator Case. 

Senator Case. In your statement you said one of the criteria for 
your operation in making credit available was a strong element of 
public interest. 

Mr. Brennan. Yes. 

Senator Casz. What does that mean ? 

Mr. Brennan. That usually comes down to jobs. I will point it up 
with an example. The other day we had a company which, from a 
credit standpoint, did not look too bad. They wanted to borrow 
$300,000. They have an employment of only 15 people. This was a 
specialized proposition to put up a freezing plant. We felt that for 
us to put $300,000 into a proposition which had 15 people was not 
justified. 

If a company comes in for a loan of $300,000 and they have a siz- 
able employment factor then we feel that we are merely not making 
the individual rich but that there is a commensurate benefit to the 
community involved. 

We have other examples. As you probably know, we do more things 
than make loans only to small business. We have community projects 
in which we have been involved. I think I enumerated during my 
testimony last year that Lawrence, Mass., was a well-publicized sur- 
plus labor area. Twenty-five of the leading citizens banded together 
and formed a corporation and capitalized it at $125,000. They then 
decided to purchase the Arlington Mills, which was a defunct mill 
without an employee in it, which had 1,800,000 square feet of bricks 
and mortar. The purchase price was $325,000, and we made available 
100 percent of it. 

Through the attraction of industry by the local people into that 
mill our loan was paid off in 8 months. Subsequently for another 
project we loaned them an additional $200,000. As a result, the mill 
which in December 1954 was absolutely empty now has approxi- 
mately 25 diversified industries in it and they employ an aggregate 

of 6.500. people, which ‘is almost half of the unemployment figure at 
the time we went into it. 

That is another example of public interest. If it were merely to 
buy that mill for somebody for selfish reasons, we would not do it. 
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Senator Casg. Is your insistence on this element of public interest 
based upon any feeling that your resources are limited @ 

Mr. Brennan. I think it is based primarily on the fact that our 
mission in life is the development of our State. For example, to use 
the.example one of the previous witnesses used, we do not feel we 
should lend to the corner fruit store, although that would not. take 
too much of our resources, as there is only an employment of 1 or 2 


le. 
Pee nstor Cass. I think your own statement points up. your interest 
is not primarily, perhaps, in small business as such but the economy 
of the State and of the communities of the State. I take it you do not 
limit your financial assistance to what would technicalyl be called 
small business ? 

Mr. Brennan. No. But as a practical point, most of our financial 
assistance does go to small business, by the criteria which Senator 
Proxmire used, of less than 500 people. I think there is a statistical 
tabulation, in that Federal Reserve study, on our activities. We have 
very few loans—and I believe you can count them on one hand—to 
companies which have over 500 employees. 

Senator Casre. The point I have in mind is your distinction be- 
tween your function as you conceive it and as you are intended to 
fulfill it by the legislature, and so forth, is perhaps somewhat dif- 
ferent. I myself have not thought of this by any means as the pur- 
pose of this bill; to limit it to providing employment. The general 
philosophy is that small business, per se, is an institution that ought 
to be preserved and strengthened, whether there be a dozen employ- 
ees or 500 employees in it. | 

Mr. Brennan. Yes. I would be less than candid if I told you 
otherwise. 

Senator Casz. Yes. We are exploring this trying to find out again 
whether there is a gap, and the nature of it. 

Mr. Brennan. Yes. 

Senator Proxmire. Pursuing the same line for a minute that Sen- 
ator Case was, I notice from the statistics 18 percent of your loans 
were made to companies that employ less than 10 people and 34 per- 
cent were made to concerns that employ less than 19 people. So that 
small business seemed to have been a very important consideration 
as well as the number of people employed, in providing funds. 

Mr. Brennan. I think the two things go hand in hand. 

Senator Proxmrre. Sometimes I can see a little conflict though of 
a small-business firm with $300,000, which is still small. 

Mr. Brennan. That is right. Although to some extent that may 
be the exception. It is the first case that came to my mind, but basi- 
cally a company that has a small capitalization would be looking for a 
small loan, and I think it goes hent in hand that they probably have 
a small number of employees. By the same token,,everything else 
being equal, the firm with the greater capitalization and more sales 
would have more employees. 

‘ Senator Proxmire. I notice 53 percent of your loans were less than 
10,000, 

Mr. Brennan. This is our development corporation ? 

Senator Proxmire. I beg your pardon. Iam misinterpreting it be- 
cause I recognize you represent Massachusetts and this is on New 
England. 
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Mr. Brennan. That is right. 

Senator Proxmie. Does that follow the pattern in Massachusetts? 

Mr. Brennan. I do not have those statistics. I would have to look 
it up for you. It is not basically important. It is very interestin, 
and it certainly puts a new perspective on it for me, because that is 
exactly the kind of loan that would be most helpful to the typical 
really small firm. 

I did notice, however, one apparent shortcoming. What we seem 
to recognize in this gap is.the lack of intermediate or long-term capi- 
tal. Yet the statistics here show that the overwhelming majority of 
loans in New England—not’ Massachusetts necessarily, but in New 
England—are made for less than 10 years, and many loans are under 
5 years. 

Mr. Brennan. In the Massachusetts corporation we have approved 
somewhere over 100 loans, and to my knowledge there are not more 
than 2 or 3 of them that are under 3 years. In fact, there were very, 
very few of them which have less than five. 

Senator Proxmire. Most of them are 6 to 10? 

Mr. Brennan. That is correct. 

Senator Proxmire. With very few over 10? 

Mr. Brennan. That is right. By the same token, I have harped 
a little bit on our flexibility. We have no restriction that says it has 
to be 10. If.a proposition comes.to us and it is 1 worthy deal and 
we just cannot make it without making it 15 years, then we will make 
it 15. 

Senator Proxmire. In your experience do you find quite a. few 
firms that need longer capital and just cannot get it ? 

Mr. Brennan. That is correct. 

Senator Proxmire. Then it would be beneficial to have some kind 
of investment concern that would make it a business of making 
longer term capital available and would supplement what: you are 
doing now ? 

Mr. Brennan. It depends on what you mean by “longer term 
capital.” 

Senator Proxmrire. .The bill provides up to 50 years. 

Mr. Brennan. Lending money is not an exact science and each 
case has to be judged on its individual merits. I have not seen any 
cases yet where I would want to put in money for 50 years. 

Senator Proxmire. But it might be useful to have money available 
for 20 or 25 years, or something like that ? 

Mr. Brennan. Yes. 

Senator Proxmire. Do I interpret your attitude on this to be that 
it just would not be particularly helpful to Massachusetts or the 
dévelopment organization that you have in Massachusetts, but it 
might be or might not be helpful in the rest of the country? Is 
your testimony confined to the impact of this legislation on your 
concern ? 

Mr. Brennan. That is right. I do not think I should. be in the 
position of telling this committee what the experts who have been 
appenrme before you, and the reams of testimony that you will have, 
will tell you as to the need for this type of organization which you 
propose in other parts of the country. 
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I merely say in Massachusetts we think we have done a pretty good 
job. We have adequate funds at the present time. We think we are 
taking care of the legitimate needs of small business. We think some 
restriction should be put on the number of such firms as you propose 
to establish them; and, to use Senator Clark’s expression, as a reser- 
yoir on which we can draw if the time comes when we need them, that 
more funds should be authorized in any bill which is finally passed 
than is contemplated under bills 8.3651 or S. 3648. 

Senator CLark. Could I interject this, Senator ? 

Senator Proxmrre. I yield the floor. Thank you very much, Mr. 
Brennan. 

Senator CiarK. One of the members of: the staff suggested. to me 
that I perhaps did not fairly represent your attitude when I read that 
colloquy you and I had when you were here last, and that if some of 
the restrictions in S. 3651 and 8. 3643 with reference to the availability 
of Federal funds were relaxed, that you might favor the legislation. 

On the other hand, I thought you were pretty firmly of ‘the view 
you did not want any legislation atall. Let us be sure we get your own 
statement. 

Mr. Brennan. I am reflecting the thinking of our directors at their 
meeting yesterday. ‘They basically say, as far as Massachusetts is 
concerned we feel we have adequate funds and that the Government 
should not get into the lending in the equity business. ‘Then they say, 
however, if this bill goes through, more funds should be made available 
as a reservoir, partly because it is almost rmpossible to predict what 
funds we are going to need over a period of time. You may have 1 
proposition come in for $250,000, or you may have 5 come in for 
$50,000, or 10 for $25,000. Itis impossible to predici. 

Senator Crark. Thank you very much, Mr. Brennan. We appreci- 
ate your coming down here again as you have been very helpful to the 
committee. 

The committee will be in recess until tomorrow morning at 10.0’clock 
when we will hear from Congressman Multer and Congressman Coffin, 
Mr. McCormick, president of the American Stock Exchange, and 
Prof. Irving Schweiger of the School of Business of the University of 
Chicago. 

(Whereupon, at 11: 45 a. m., the subcommittee recessed until 10 a. m. 
the following day, Thursday, May 1, 1958.) 
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THURSDAY, MAY 1, 1958 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTE ON SMALL BustINEss, 
Washington, D.C. 


The subcommittee met, pursuant to recess, in room 301, Senate Of- 
fice Building, at 10: 05 a. m., Senator Joseph S. Clark, chairman of the 
subcommittee, presiding. 

Present : Senators Clark, Proxmire, and Payne. 

Also present : Representatives Coffin and Multer. 

Senator CLark. The subcommittee will be in session. 

Senator Frederick G. Payne, of Maine, a member of our Small Busi- 
ness Subcommittee, and, I may say, a most alert and helpful member, 
has furnished me with a statement about small-business, equity-type 
credit which he desires to have placed in the record, and which I am 
most happy to have. 

Without objection, that will be made a part of the record at this 
point. 

(The statement referred to follows :) 


STATEMENT OF FREDERICK G. PAYNE, A UNITED STATES SENATOR FROM 
THE STATE OF MAINE 


In the more than 5 years during which I have served on the Small Business 
Subcommittee of the Senate Banking and Currency Committee our knowledge 
and understanding of the problems facing small business have increased enor- 
mously. During that period the Small Business Administration, originally 
sponsored by the Eisenhower administration, has been created as the first Federal 
agency concerned exclusively with the problems of small business. This agency 
has developed and expanded with the growing needs of small business until today 
it is virtually assured of a permanent status among our Federal organizations 
dealing with economic problems. 

Concurrent with the development of SBA and in many ways contributing to it, 
has been the increasingly precarious position of small business in the economy 
today. The shift from the postwar sellers’ market to the fiercely competitive 
buyers’ market which we have experienced during the past 5 or 6 years has put 
the squeeze on small business. And yet, every economist appearing before the 
Small Business Subcommittee states that the sustenance of the small-business 
segment is essential for the maintenace of a healthy economy. The Small Busi- 
ness Administration was created to aid in this sustenance by providing short, 
and intermediate, term loans to those small businesses which are unable to 
obtain credit elsewhere. It has done an excellent job of administering its loan 
program and is meeting this need of small business in an admirable fashion. 

However, as more and more facts concerning small-business financing have 
become available another major deficiency has come to light. The deep economic 
crisis of the 1930’s resulted in an appeal for individual security and a national 
fear of financial risk of any sort. Institutional investment has become the vogue 
With low risk and low returns. Banks and insurance companies are limited by 
law in their choice of investments. Mutual funds, personal trusts, and pension 
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funds prefer the highest-grade stocks. With the increasing proportion of avail- 
able investment capital being channeled into these institutions, small business 
with its relatively greater risks is finding it more and more difficult to obtain 
long-term credit and investment capital. Even the procedures for distribution 
of investment capital operate against the small entrepreneur since investment 
houses in the major financial centers pay scant attention to the small borrower, 

First efforts at filling this gap in the credit sources needed by smaller busi- 
nesses were undertaken in New England by businessmen themselves and Maine 
has been the leader in the development credit corporation movement. The 
Development Credit Corporation of Maine was created by act of the legislature 
in 1949 during my first term as Governor. I was among the original directors 
of the corporation and have wholeheartedly supported its work ever since: The 
purposes of the corporation are to develop and expand new sources of employ- 
ment in Maine—to place seed money in key ventures which appear to have the 
best growth potential. These loans are made only to those who have been unable 
to obtain funds elsewhere and therefore only the riskier ventures are recipients 
of development credit corporation funds. Up to the end of last year 74 loans 
had been approved by the Development Credit Corporation of Maine totaling 
more ‘than $1.9 million. These loans were for a variety of purposes—for work- 
ing capital, purchase of equipment, expansion, and. for industrial real esate 
holdings. 

The smallest loan made was for $3,000 and the largest was for $75,000. The 
interest rate has varied from 5 to 7 percent. No equity investments have been 
made, but loans have been made for as long as 18 years. This credit corpora- 
tion bas proven its worth in the economy of Maine and has become an integral 
part of the State’s financial picture. 

Other States have followed Maine’s example. The remaining five New Eng- 
land States have their own development-credit corporations as dé several other 
States. Even more are being set up today. In each of the States where they 
are active, these corporations helped to close the gap in the small business 
financing tield. They have provided the long-term, equity-type capital which 
is so vitally needed for the growth and expansion of smaller businesses. Maine 
presents but one exaniple of the important services being rendered by these 
development groups. 

Obviously the work of such groups as the Development Credit Corporation 
of Maine must be continued and expanded if the needs of small business are 
to be adequately met. While the activities in Maine and elsewhere have pro- 
gressed smoothly, it has naturally been paced to the experimental character of 
the service. As additional experience is gained more loans may be made and 
more funds will be needed. 

At the present time Maine has outstanding loans in a ratio to capital stock of 
about 8 to 1, which is the approximate average for New England development 
groups. Most fiscal experts agree that this ratio should not go much higher, 
By contrast the Maine corporation currently has over $220,000 available for loans. 
It therefore is evident that additional sales of capital stock must be made if 
activities in Maine are to be expanded. This seems to be the situation elsewhere, 
too, for in his study of development corporations, Mr. Paul Anderson, of the 
Boston Federal Reserve Bank, stated : 

“There has been no shortage of borrowed funds for the New England corpora- 
tions. Several corporations cannot utilize their pledged lines of credit fully, 
however, because of insufficient capital funds, since borrowed funds are already 
about eight times capital and surplus. In these cases, further expansion depends 
on additional sales of capital stock, which is probably the chief immediate prob- 
lem facing these credit corporations.” 

Legislation now before the subcommittee will be of assistance to the several 
State development credit corporations, although it will not directly resolve the 
problein of additional capital stock. The two principal bills now before the sub- 
committee provide new sources of funds for the State groups. They will con- 
siderably ease the growing pains of new and expanding development credit cor- 
porations by making Federal funds available to those which have been unable 
to obtain financing in the private market. With this Federal assistance the 
activities of development credit corporations in Maine and elsewhere will be 
able to build their loan funds. Operations may be expanded and small businesses 
in the various States will have access to the new and growing sources of equity- 
type capital which are so vital to the healthy growth of the small-business segment 
of the Nation’s economy. 
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Senator Crark. I also offer for the record a statement entitled 
“Operations of a Development Credit Corporation” prepared by 
Harvey J. Sarles, president of the Business Development Corporation 
of Rhode Island. 

(The document referred to follows :) 


OPERATIONS OF A DEVELOPMENT CREDIT CORPORATION 


Harvey J. Sarles, president, Business Development Corporation of Rhode 
Island 


The first development credit corporation was formed in Maine in 1949. Since 
that time 13 development credit corporations, hereafter called development cor- 
porations, have been authorized by State legislation and 7 of these are now in 
operation. National interest in these corporations was evidenced recently when 
representatives of 26 States.attended a 2-day conference in Boston sponsored 
by the Federal Reserve Bank of Boston to learn in detail of their organization 
and operation. 

Since their organization the five New England development corporations and 
the New York Business Development Corp. (which comprise the Northeastern 
Conference of Development Credit Corporations) have approved as at December 
$1, 1957, approximately $2714 million of.loans and made other investments of 
slightly over $500,000, Actual loans disbursed during the same period amount 
to slightly over $18 million. However, these figures do not tell the whole story. 
It has been our experience as well as the experience of other development cor- 
porations that freuently after we have made an analysis of the prospective bor- 
rower a commercial bank has stepped-into the picture and made the loan which 
the development corporation was preparing to make. In addition, when devel- 
opment corporations have made loans to.small businesses on a. subordinated basis, 
banks have extended credit in substantial amounts to these borrowers. 

These development corporations are managed by bankers and businessmen 
who are familiar with local conditions and who are themselves vitally interested 
in the economy of the State. These companies pay’ Federal taxes. Because of 
their interest in the community their directors.and officers (except usually for 
a paid executive) give their time and services to the 6peration of the company 
with no recompense whatsoever. As a result, a development corporation is a 
semipublic organization, operated at little cost by top management, financed 
with- private funds but subject to the supervision of a State agency—for ex- 
ample, in Rhode Island by the Commissioner of Banking and in New York by 
the commissioner of commerce. 

The Business Development Corporation of Rhede Island is governed by the 
five members of the executive committee of the board of directors. The chair- 
man who is also chairman of the board of directors of one of the leading banks 
in our State, is Chairman ex officio of this executive committee. The experience, 
imagination, and access to credit information have done much to build this com- 
pany and provide the information on which intelligent, businesslike decisions 
can be made. 

Here in Rhode Island, presently one of the most depressed areas, the develop- 
ment company has outstanding at the present time $1,500,000 of loans and 
investments. These loans have been made to 24 companies and range in size 
from $4,000 to $250,000. The loans have been made primarily to small businesses 
which, due to their character, the size of the loan, or the length of maturity could 
not be made by commercial banks. In addition, financial institutions have 
provided approximately $1,300,000 of loans in conjunction with these loans and 
investments. 

Our largest loan of $250,000 has been made to a business which is a small unit 
in an industry comprised primarily of companies many times its size. As evi- 
dence of this, the Small Business Administration recently greatly aided this 
company in obtaining a Government contract. 

The types of our investments, perhaps less conservative than thése of other 
established development corporations, differ widely and thus provides -flexibility 
and adaptability to our local conditions. In addition to loaning money in various 
ways, we have participated in the financing of a new plant which we own jointly 
with a partner and lease for a long term to a manufacturing concern. Also, we 
have built a 38,000 square foot building on speculation in an industrial park in 
the northern part of Rhode Island. Unlike some of the other development 
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corporations, we have no ratio fixed by our charter or bylaws between borrow- 
ings from members and the capital and surplus of our company. 

Like other development corporations ours is primarily dependent upon the 
banks and other financial institutions for loanable funds. Various industrial 
corporations, utilities, and individuals in Rhode Island have invested $152,000 
to form the capital of our company. Thirteen financial institutions have become 
members of our corporation by committing themselves to make loans to us upon 
eall. Such commitment of each financial institution cannot exceed 244 percent of 
it capital and surplus. Our 13 members have committed themselves to loan us 
upon call slightly over $2 million. At the present time we could loan or invest 
approximately $500,000. In recent months we made commitments to loan and 
invest in two concerns approximately $750,000 for purposes of expansion and 
increasing employment, which commitments have been canceled by the prospective 
borrowers owing to poor business conditions. Had these commitments been 
carried out we would be at the limit of our resources. 

Our principal problem. will soon be lack of funds. We believe the objective of 
assisting small business by the passage of the Small Business Investment Admin- 
istration Act would be attained more effectively and simply by amending section 
601, as follows: 

Subject to approval of the Administrator— 

(1) Authorize the investment: by the SBIA in the equity of State- 
chartered development credit corporations up to 50 percent of invested cap- 
ital and surplus (to be determined after the Government’s investment) with 
a limit of $250,000 on the investment in any one company. 

(2) Provide for long-term loans by SBIA to such development corpora- 
tions, which loans would be subordinated to loans made to such develop- 
ment corporations by local financial institutions, such as banks and insurance 
companies. In no event should such loans exceed three times the total 
paid-in capital and surplus of each company. 

The Business Development Company of Rhode Island is operating successfully, 
and as stated above, we believe it can do a more effective job if provided with 
additional funds. Like other development corporations it is operated by leading 
financial and businessmen of the State. These men are public-minded citizens 
who are vitally interested in and are thoroughly familiar with the business 
concerns and conditions of the State in which they operate. Consequently, the 
development corporations provide ready and experienced vehicles for investing 
public funds in small business. This would appear to be a happy combination 
of public and private finance working for the common welfare at a minimum cost 
to the taxpayer. 


Senator Crark. I have here a voluminous report entitled “Americs 
at Midcentury, the Challenge to America; Its Economic and Social As- 
pects.” This is prepared by the Rockefeller Brothers Fund and has 
been made available to the committee. I will ask the staff to make 
excerpts from this panel report and insert them at this point in the 
record. 


(The material referred to follows :) 


{Excerpt from Panel Report IV, Special Studies Project, America at Mid-Century Series, 
Rockefeller Brothers Fund, Inc., April 20, 1958] 


THE ENCOURAGEMENT OF SMALL BUSINESS 


Basic to much of our past economic achievement has been our ability to en- 
courage men with new ideas and new products to establish their own enterprises. 
Our great industries began as small-scale operations, and the majority of them 
are still less than 50 years old. 

We still possess a very great reservoir of such: economie¢ initiative in the 4.2 
million nonfarm businesses of our Nation. .This is the largest total in our history. 
Although there isa rapid turnover of some 300,000 to 400,000 of the smallest of 
these businesses—the figures indicate that there is no shortage of the spirit of 
enterprise in the business population. They may also indicate that managerial 
experience and competence is the most important factor in growth. 

There is, however, a growing body of evidence that smaller and medium-sized 


‘businesses, and particularly manufacturing firms—even those that have success- 


fully established themselves in their industries and have solid prospects for 
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growth—have difficulty in obtaining financing for the expansion of their opera- 
tions. There is also a probability that inadequate financing reduces the rate 
at which new firms are established. 

The need is primarily for long-term equity or loan funds. As a result of the 
inability to obtain capital funds, the opportunity for establishing a new firm, or 
for expanding an established firm, is too often lost. Often the established firm 
merges with a larger enterprise that can command the necessary resoutces. The 
past few years have seen a wave of such mergers. Such a condition is neither 
conducive to vigorous competition nor to economic growth. 


(a) Financing mechanisms and managerial counsel 

One of the means by which the growth of small business can be encouraged 
is to make available funds for expansion from sources outside the business, and 
to help them with expert management advice. One promising approach is the 
establishment of regional investment trusts—that is, capital banks—that can 
expertly appraise the prospects of firms seeking funds for expansion, and. make 
long-term investments in thém and advise them on management policies. The 
funds for the investment trusts in the long run would be provided mainly by 
private investors. However, experience indicates that success for this type of 
venture requires governmental sponsorship and participation, preferably by 
the Federal Reserve System, in providing part of the initial funds for the invest- 
ment trusts. Possibly some special tax treatment on retained earnings would 
be justified. 


(b) The special impact of taxes on small business 

The factor which chiefly distinguishes the present difficulties of small business 
from that of an earlier day, when most of our existing large firms attainéd their 
leading positions, is the high rates of taxation. Eighty-five percent of the non- 
farm business entities in the Nation today operate as unincorporated businesses 
(proprietorship, partnership, etc.) and the earnings. of such businesses are taxed 
at the personal income-tax rates. Since the small-business man and innovator 
must rely to a large extent on his own financial resources, or on the resources 
of his family and close friends, high individual and corporate taxes that preclude 
large individual savings restrict the flow of funds to this vital segment of our 
enterprise system. In other words, they greatly limit the amounts that firms 
and their owners can save for reinvestment from business profits. .We recom- 
mend tax reforms to cope with this situation : 

(1) Provision should be made to extend the accelerated-depreciation provi- 
sions enacted in 1954 to include business purchases of up to $50,000 of used 
assets in any 1 year. 

(2) The period over which business losses may be carried back should be in- 
creased from 2 to 5 years, in order to enlargé the opportunity for the small- 
business man to obtain an immediate tax refund in the event he sustains a sizable 
loss in 1 year after a series of profitable years. 

(3) Estates consisting largely of investments in small businesses should be 
allowed to pay estate taxes. over a period of 10 years in order to prevent forced 
liquidation of the businesses to discharge the overhanging tax obligation. 

(4). Serious consideration should be given to the introduction of more averag- 
ing into the income-tax system as indicated earlier. 

For example, corporations should be entitled to carry back and to carry for- 
ward unused surtax exemptions, just as they are allowed to carry back and to 
carry forward losses. This revision would permit small corporations to take 
full advantage of the $25,000 surtax exemption in every year even though their 
incomes fluctuate above and below this level. 


Senator CLark. Our first witness this morning is. Mr. Edward T. 
McCormick, president of the American Stock Exchange. 

Would you come forward, please, Mr. McCormick ? 

I see that you have a prepared statement here and I would suggest 
that you start to read it. I am sure you will not mind if we inter- 
rupt from time to time; but if you prefer to handle it in some other 
way, handle it in the way you want to. 
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STATEMENT OF EDWARD T. McCORMICK, PRESIDENT, AMERICAN 
STOCK EXCHANGE 


Mr. McCormick. I will go through it very quickly and then I will 
be happy to answer any questions. 

Senator Ciark. Thank you so much. 

Mr. McCormick. My name is Edward T. McCormick. I am presi- 
dent of the American Stock Exchange in New York City. 

I want to thank you for this opportunity to appear before the com- 
mittee and express my views concerning the financing problems of 
small. business. 

Senator Crark. For the benefit of those of us who are getting 
older all the time, and do not make changes very readily, the Ameri- 
can Stock Exchange used to be called the Curb Exchange. Is that 
right? 

Mr. McCormick. That is right. As a matter of fact, I take credit 
for being instrumental in changing the name. 

Senator CrarK. I think it was a wise change. 

Mr. McCormick. I have prepared a short statement in response to 
the request to me in a letter from the chairman of the committee, 
With your permission, I shall read this statement and then answer 
as best I can any questions you may have. 

If we accept the definition of the Small Business Administration, 
which defines a small business as a retailer with annual sales of not 
more than $1 million, or a wholesaler. with sales of $5 million or less, 
or a manufacturer employing 250 persons or less, there are in the 
United States 4,250,000 firms of which roundly 4 million are small to 
medium businesses. Of these 4. million small to medium business 
firms, 3,400,000 in round numbers are unincorpor: ated and some 600,- 
000 are incorporated. 

No figures are available, so far as I can determine, to reveal the 
actual magnitude of small business equity needs, but obviously these 
needs are substantial. Well over 95 percent of their capital needs, it 
is reported, have been met in the past through loans; probably not 
more than 2 or 3 percent through the sale of equities. 

Senator CiarK. Where do you get those figures, Mr. McCormick? 
They are very interesting and I wonder what confidence you have in 
them. 

Mr. McCormick. I believe it was a governmental report, Senator, 
but I will provide for the record the actual source for you. 

Senator CrarK. Thank you. 

(Mr. McCormick subsequently stated he had taken the information 
from an article What’s Ahead in Business, in the U. S. News & 
World Report, December 7, 1956. ) 

Mr. McCormick. It is important that these equity needs be met 
and it is apparent that through your efforts and those of others in- 
creased attention is being given to the matter. At a meeting last year 
of the Young Presidents Association, comprised of men who head 
medium-sized and growing firms, the subject received commanding 
attention. At a convention of the Bankers Association of the State 
of New Jersey, the matter was referred. to, and at a meeting here in 
April 1957 of the Washington Society of Investment Analysts, I 

touched upon the subject in a talk to the society. Various reports 
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have been prepared by commercial bankers, investment bankers, and 
others, and are available to the committee. 

I should like to explain at this point the role assumed by organized 
securities markets, that is, stock exchanges, in this field. 

Exchange brokers as late as the period of the First World War pro- 
vided the means for the distribution of the securities of new enter- 
prises. Today, however, exchanges do not perform original distribu- 
tion functions, but limit their activities to tr ading in ee eo 
securities and to spreading the ownership of these securities, throug 
their nationwide facilities, among investors in our 48 States and in 
foreign countries. 

The work of primary distribution of new issues of securities is 
carried on by underwriting syndicates in the over-the-counter market. 
After original distr ibution, the stocks may be listed for trading on an 
exchange. 

Senator Crark. See if I understand the system reasonably well, 
Mr. McCormick. ‘The New York Stock Exchange, or the big board, 
has listed the securities of pretty nearly all of the large cor porations 
in America largest corporations in America. When they want 
or need new capital, either in terms of long-term loans or equity, 
customarily the larger investment bankers will underwrite or syndi- 

‘ate a new issue in, it might be debentures or it might be mortgage 
bonds or it might be preferred stock or common stock. Then at an 
appropriate time those securities are listed and traded in on what is 
called the big board of the New York Stock Exchange, and in that 
way disseminated to the public, but are also disseminated through the 
members of the syndicate of the investment banking firms which get 
together. 

‘Next is your American Stock Exchange, which performs a similar 
function for a large number of additional companies and provides 
the liquidity for their shares, and does in effect the same thing as the 
big board. 

T am not too clear just what the distinction between the two is, and 
perhaps you would say a word or two about that. 

Mr. McCormick. If you will permit me, Senator, I though that 
would be a logical question so I cover it a little later on in my 
statement. 

I do want to take the opportunity of putting in a plug at this point. 
We also have some very large corporations, including Pepperell, 
Mobil Oil, Imperial Oil, and others of that quality. 

Senator CLark. Fine. Let us wait then until you get to it,in your 
statement. But to complete my own statement, there is a third market 
known as the over-the-counter market. 

Mr. McCormick. There are actually four markets. In addition to 
the 2 nationwide exchanges, there is a group of 12 regional stock 
exchanges operating in Boston, Philadelphia, Chicago—— 

Senator Ciark. Baltimore. 

Mr: McCormick. Baltimore, San Francisco, Los Angeles and 
Denver. Then in addition to them is the fourth, the one you referred 
to as the over-the-counter market. 

Senator Crark. And those local stock exchanges trade not only 
in local stocks, but to some extent in securities listed on the American 
Stock Exchange and the big board. 
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Mr. McCormick. As a matter of fact, the bulk of their volume is 
on the New York and American Stock Exchange securities. The third 
largest, the Midwest, does approximately 80 percent of its entire 
volume on the American and New York Stock Exchange stocks. Bog. 
ton‘and Philadelphia do about 90 percent of their entire volume in a 
duplication of trading the same type of securities we have listed. 

ooaien CxiarKk. And you will have later in your statement, and if 
not, will you tell us now, a little bit more about the over-the-counter 
market ? 

Mr. McCormick., To the extent I do not I will certainly want to 
answer any questions you have. 

Senator Ciark. All right then. Go ahead. 

Mr. McCormick. It is then the function of national securities 
exchanges to maintdin close and continuous markets in the securities 
dealt in on the floor, and to keep the public currently informed as to 
such markets. The end purpose of this effort is to provide people 
with ready facilities for acquiring securities, or, conversely, disposing 
at any time of securities which they hold. 

This continuous close market, with its attendant stability, lends a 
greater collateral value to securities than they might otherwise have. 
The constant marketability and the increased collateral value of se- 
curities dealt in on the floor of exchanges brings about a public 
acceptance of the shares of corporations so listed. 

Senator Crark. I think that point you have mentioned with re- 
spect to the increased collateral value is something we should stress. 
A bank is far more willing to make a loan, is it not, on the security 
of collateral which is listed on one of the exchanges than it is on an 
unlisted security ? 

Mr. McCormick. Unless the individual banker is intimately fa- 
miliar with the particular company, many of them will not grant any 
loans on unlisted securities. 

Senator Criark. So thte fact that a security is listed on an ex- 
change is almost a requisite to its being available for loan purposes— 
a loan made by the owner on the security ? 

Mr. McCormick. There are many fine companies over the counter 
that bankers do lend money on, but I think the thrust of your state- 
ment is correct. 

As you are aware, before stock is admitted to trading on any 
national exchange as a listed security, the issuer must not only 
satisfy the exchange itself that the company and the securities meet 
certain minimum standards, but the company must also comply with 
the registration requirements of the Securities and Exchange Com- 
mission. The registration requirements of the Securities and Ex- 
change Commission are identical for listings on all national securities 
exchanges—including the regional—and call for information gen- 
erally similar to that contained in the exchange’s own listing require- 
ments. However, notwithstanding the similarity in the physical and 
mechanical phases of listing and registration applications, there is 
some variation among exchanges in the requirements which must be 
met to qualify for listing. 

For example, the listing requirements of the American Stock Ex- 
change differ from those of the New York Stock Exchange in the 
required size of the applicant corporation, its earnings record, extent 


FINANCING SMALL BUSINESS 327 


of public distribution of securities, listing fees, and some other fea- 
tures. The New York Stock Exchange requires that the company 
be fully seasoned before its admission to trading. Such seasoning 
is generally measured by a requirement that the enterprise show 
earnings of not less than $1 million per year, for at least the last 3 
years. Consequently, the requirements of the New York Stock Ex- 
change would preclude trading in the securities of small businesses on 
that market. On our exchange no established earnings record is re- 
quired, and a company is accepted for trading, if in the opinion of our 
securities committee it has a satisfactory working capital position, 
shows a real growth potential, and the management, upon investiga- 
tion, is found satisfactory. 

Senator Ciark. Do you not have any minimum-sized company 
which you would be quite unlikely to list ? 

Mr. McCormick. Yes. I indicate that a little later on in terms of 
share distribution. I have brought and I will leave with you ex- 
amples of some of the smaller companies showing the lower limita- 
tion on types of companies that we list. 

Senator CiarK. At this point do you happen to have in, your mind 
the smallest company in terms of number of shares and eapitaliza- 
tion, which you have listed? You do not need to give a name if you 
do not want to. 

Mr. McCormick. We have as a standard that there must be 100,000 
shares in the hands of the public outside of members of the group. 
That is, in the hands of at least 500 public holders outside the control 
group. 

Senator Criark. Do you not also have some minimum dollar 
amounts? For example, you do not, or do you, list the penny stocks 
of mining companies? 

Mr. McCormick. No. However, in view of what happened to the 
base metals market, there have been some stocks that were not penny 
stocks that became so. 

Senator CiarK. But not in their original listing. 

Mr. McCormick. As a matter of fact, we do take smaller com- 
panies, as I explained. However, they do have to have what we 
consider a growth potential. And we will not take an untried de- 
velopment company. We require reports, and things of that sort, 
that convince us that it is a real prospect. 

Senator CLiark. You would be pretty unlikely, would you not, to 
list a company that had a net worth of less than $1 million ? 

Mr. McCormick. I think you will find here that I have 2 or 3 
examples where the company had a net equity of approximately 
three-quarters of a million. 1 think that is pretty well at the bottom. 

Senator Criark. I think it is important for the record to show as 
a matter of semantics that we use the words “small business” in dif- 
ferent senses in the hearings before the committee. What would 
seem to be a small business to the American Stock Exchange might 
look like a pretty big business to another witness coming in and talk- 
ing about the need for a loan for a corner grocery store. 

Mr. McCormick. I think you will gather from my testimony that 
unfortunately we do not go down far enough to be really a great deal 
of help to the companies that you are now wrestling with. 
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Senator Crark. That last statement is something I think we 
should stress for the record. 

Mr. McCormick. Here we encounter one of the big obstacles to 
equity financing by small enterprises. . For even under our minimum 
standards, which require companies to have outstanding at least 
100,000 shares of stock in the hands of not less than 500 people, the 
bulk of the stnall companies with which you are concerned could not 
qualify for listing. This is not an arbitrary standard—our experi- 
ence has proved that we cannot maintain, in the interest of the public, 
a fair, free, and open auction market on a smaller scale. 

The absence of such an auction market, and an attendant lack of 
liquidity, make the securities of the very small companies less attrac- 
tive or even unacceptable to most members of the public. Much the 
same reception is accorded the securities of these companies when 
traded exclusively in the over-the-counter market. The investment 
banker, therefore, is placed in a position where he generally cannot 
market such securities—he simply cannot find buyers. 

The function of the investment banker where he can undertake the 
financing is to advise the small-business man professionally as to the 
best method of fin: ancing; whether he should continue to move along 
on short-term loans, or “sell a longer term mortgage issue; whether 
the time is ripe to invite other st6c ‘kholders into the business through 
the sale of common stocks; whether an issue should be sold in the 
form of bonds or notes to a private investor, either individual or 
institutional, or an effort should be made to place a stock issue with 
the public. The answers to these questions, in turn, will depend upon 
many factors, including the improvement over a period of years of 
the firm’s earnings and its balance sheet; whether the industry in 
which it operates is a growing industry or may likely lose out to com- 
petitive industries; and, whether the product or service it offers has 
an established and expanding market. 

Because of the difficulties encountered by the smaller companies in 
obtaining financing, some have intimated that investment banking 
houses give preferential treatment to the large corporations and de- 
liberately neglect the needs of small corporations. I do not believe 
that there is in fact,any discrimination, in the correct sense of the 
word, in the approach of the investment banker to the problems of 
financing small business. There is no intentional neglect of the 
small corporations’ needs, nor is there preferential consideration given 
to the large corporations’ equity capital needs. The underwriter’s 
first responsibility is to the public—the people whom he will ask to 
buy the securities he offers. No investment banker can undertake an 
offering without first making a proper and thorough investigation— 
and this costs money. Such an investigation, regardless of the size 
of the offering, may necessitate, depending on the type of company 
involved, the obtaining of engineering or geological reports, patent 
opinions, plant surveys, appraisal reports, accounting statements, 
legal opinions, and so forth. This means that, in a great many cases, 
it is Simply uneconomic for the small company to seek to distribute 
a small issue through a large, nationwide investment banking firm. 
On a percentage basis the costs of doing the job properly are too 
high—even prohibitive. 
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I think some misconception of the functions of investment bankers 
has given rise to the criticism that they neglect the equity needs of 
small business. Actually, the local investment banker can, and does, 
perform an important function. A number of companies whose shares 
are now traded on the American Stock Exchange looked initially to 
their own home territory for finances. A small manufacturer in 
Illinois, for instance, might very well begin with a call on his local 
commercial banker for advice. The banker, if he feels the company 
should proceed with an offering of common stock, will be able to 
supply a list of 2 or 3 or more local underwrtinig houses of good 
repute. There are many smaller underwriting firms that are full 
equipped to advise on setting up a small manufacturing company’s 
capital structure. In this connection, I may mention that an ex- 
cellent discussion of the requirements that would interest a local 
underwriting firm in taking hold of a new capital issue for a local 
company is contained in the August 1955 memorandum, Equity 
Capital for Small Business Corporations, prepared by the small 
business committee of the Investment Banking Association of America. 

By approaching a local investment house, whose members may 
know the management and business of the applicant, it is generally 
possible to avoid much of the usual cost of investigation. This is true 
also because the issue will, in turn, be offered locally to persons who 
themselves will be familiar with the company. The success of this 
approach is, of course, limited to the funds which local people are 
willing to invest in local industry, with the knowledge that these 
securities will have a limited and frequently nonliquid market. 

In conclusion, I would like to state, as I have previously, that if 
the Congress were intentionally to seek for a means of destroying 
the incentive of investors to place their funds in equities, generally, it 
could hardly have devised a better or more effective means for ac- 
complishing that purpose than the adoption of the program for the 
double taxation of corporate income which is now in effect. 

Senator CrarKk. I do not want to disagree with you, but I will only 
point out that perhaps fortunately your plea in this regard is directed 
tothe wrong committee. We do not have anything to do with taxation 
here. 

Mr. McCormick. As a matter of fact, Senator, I am quite familiar 
with the proposed bill that is put out and I have to admit that I con- 
chide this particular remark by saying that even though the Congress 
may not now see its way clear to make an overall revision of this 
policy, I urge that some relief be given to the companies with which 
you are concerned today. I note that you have covered that in part 
in your proposed bill. 

Going back to my statement, I will continue on from where I left 
off : 

Under this form of taxation, a shareholder is taxed not only on the 
net income of the corporation in which, he holds his shares, but again 
when a portion of that income is distributed to him as a dividend. 
To many investors who can afford to take the risks that equity in- 
vestments involve, the prospective returns in corporate earnings are 
so inequitably taxed that they find inadequate incentive to invest their 
funds in the expansion of seasoned industries or the development of 
new growth enterprises. I believe that: because of the greater risk in- 
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volved in investment in new and small enterprises, the impact of this 
tax policy is even more severe ‘in restricting the acceptance of the se- 
curities of these companies. Even though the Congress may not now 
see its way clear to make an overall revision of this policy, I urge that 
ome relief be given to the companies with which you are concerned 
today. 

I should like to add one further warning, and that is that we will 
not find the solution to the problems of small business in granting 
further loans. These organizations should not be saddled in their 
early stages with obligations to meet fixed interest and principal pay- 
ments. ‘They need permanent capital which they may keep in opera- 
tion until they have arrived without the necessity of meeting recurring 
interest costs. The incurring of debt has resulted in these firms being 
driven to the wall by the slightest local or national economic adjust- 
ments. As a matter of fact, generally the funds requested of lending 
agencies, whether private or governmental, are cut to the bone to the 
extent that at the outset many of these small operations have little 
prospect of getting off the ground. 

I have previously suggested that the possibility be explored of set- 
ting up an investment trust or group of investment trusts of the closed 
end type which would provide equity capital to small business and be 
initially jointly financed from governmental and private capital 
sources. I believe that the form of the participation of the Govern- 
ment should provide for it to share equitably in any profits or losses 
of the fund, but that such participation should be subject to retire- 
ment by the fund or by other private interests at its then fair value. 

I want to emphasize, if the Government interest is retired, it should 
be retired at the then fair value of the investment. 

I do not believe that the Government should or would have to re- 
main as a permanent partner. 

Let me add finally that to aid the committee in its present study, I 
had a search made of the companies which have listed equity securities 
on the American Stock Exchange recently. From these listings we 
have selected examples of relatively small corporations that have been 
afforded the benefit of a national exchange market. A reading of 
these applications by your staff will reveal some examples of the 
growth of these small companies, how they were able to obtain finances 
for their operations, and ultimately to become. listed corporations. 

Senator Cuark. Thank you véry much, Mr. McCormick, for a most 
helpful statement. 

I wonder if you would mind our withholding questioning by mem- 
bers of the committee so that we can give two Members of Congress, 
who are called on to testify this morning and who have to get. back to 
the House, an opportunity to make their statements right now ? 

Mr. McCormick. Certainly. 

Senator Crark. Would that be agreeable to you? 

Mr. McCormick. Oh, certainly. 

Senator Crark. Thank you very much. We will not detain you 
long. 

We are very happy to welcome here this morning two distinguished 
Members of the House of Representatives, who have kindly consented 
to come. over heré and give us the benefit of their thinking, the Hon- 
orable Frank M. Coffin, Congressman from Maine, and the Honorable 
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Abraham J. Multer, Congressman from New York. I know you 

ntlemen have to get back to the House and I wonder, Congressman 
Coftin, if you will give us the benefit. of your testimony right now. 
Then if it is agreeable to Congressman Multer we will put him on im- 
mediately thereafter. 


STATEMENT OF FRANK M. COFFIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Corrtn. I will be very happy to, Mr. Chairman. I will say 
for my colleague, Mr. Multer, and myself, we are so used to operating 
under the 5-minute rule that we will not hold this committee up very 
long. 

Senator Ciark. I sometimes think it would be a good thing if we 
adopted it. 

Mr. Corrrn. It is a great opportunity to appear before this distin- 
guished committee that is doing such good work in this very impor- 
tant and often overlooked field. 

Senator Crank. We are very happy to have you here, Congressman, 
because I know of your longstanding interest in this particular field 
and of the contributions you have made to it both on your side of the 
Capitol and in testifying at previous hearings before this and other 
subcommittees on the Senate side. We are most anxious to get the 
benefit of your thinking. 

Mr. Corvin. Thank you. 

Let me say at the outset that I applaud the efforts of this commit- 
tee in seeking to supply new sources of equity capital for the many 
smal] business enterprises throughout the Nation. I think that this 
committee is performing a major service by establishing a sensible 
program to make equity capital funds more readily available to small 
business. 

For this reason, I earnestly recommend the enactment of legislation 
which would authorize the establishment of the type of small -business 
investment.companies contemplated under S. 3651. 

I am mindful of the fact that Congress must make every effort to 
find ways not only to restore our economy, but to assist those segments 
such as small-business which have borne the brunt of the present reces- 
sion. I believe that the establishment of small business investment 
companies will contribute to that aim. 

I might interpolate, I think, this view is shared by a large number 
of small-business people, and the New England Smaller Business 
Association either has testified here, or will testify and I am atc- 
quainted with their general thinking. 

Senator Ciark. Yes. We have had the benefit of their testimony and 
it was very helpful. 

Mr. Corrrn. Because of the urgency created by the economic sit- 
uation and by the economic problems facing the Nation, I would. like 
respectfully to suggest to this committee that it give consideration to 
several measures in addition to the establishment of investment com- 
panies which, in my opinion, would protect and strengthen small 
business. I make this suggestion because I am mindful of the prob- 
lems faced by small business in the State of Maine. 
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I cannot predict what our experience in Maine would be in setting 
up small-business investment companies or associations, if such were 
authorized by legislation coming out, of this committee. I would 
doubt that there would be many substantial pools of investment capi- 
tal available to form companies with at least $250,000 of private in- 
vestment. In any event, it would seem to me that in order for a sub- 
stantial impact to be made by a number of such companies, a con- 
siderable period of time would have to elapse: This delay is very per- 
tinent if we look to the legislation before this committee to assist 
in stemming the present recession. 

I would say that there are pools of money for investment. I think 
in the major communities there are a number of investment groups 
where businessmen get together and invest a certain amount of 
money per week, and they have accumulated certain sums of money, 
The extent to which there exist this type of informal voluntary groups 
I cannot testify to. I think it might be interesting to find out to what 
extent this has been done. But I am acquainted with several such 
groups, with people who put a small amount of money aside and then 
invest it, usually in stocks, or else wait for opportunities in their 
location. They might buy a building and renovate it and repair it 
and lease it. 

Senator Crark. The committee has under consideration an amend- 
ment which would cut that $250,000 minimum down to $150,000. I] 
think it had been the thought of some of us that we do not want to 
make it too small, or else we will get too many of these investment 
companies and it would be hard to regulate. 

What would be your thinking on that ? 

Mr. Corrin. I think that would be within range. I could not say 
anything as to the precise figure, but that certainly is much more 
within the range of 15 out of 20 individuals than the other limitation, 

Senator Proxmire. Could I ask Congressman Coffin to state what 
he thinks should be the limit? $150,000? 

Mr. Corrin. I would say I think between $100,000 and $150,000 
would be more néarly within the range of people in communities of 
40,000 people. 

Senator Proxmme. You would favor such an amendment? 

Mr. Corrin. I would. 

I note that. section 601 of S. 3651 authorizes loans to State and local 
development companies, but with the limitation that such funds 
must be used to supply equity capital to small-business concerns. I 
think that in the State of Maine, as well as elsewhere in the Nation, 
State and local development groups, if properly encouraged and as- 
sisted by appropriate Federal financing, can do much to strengthen 
the economy of the area: I do not believe, however, that in Maine 
either the State industrial building authority—which has been newly 
created by the Legislature of the State of Maine, and was the sub- 
ject of a referendum—or the local development corporations are au- 
thorized or prepared to supply equity capital to small business. 

I think Senator Payne would bein a good position to confirm this 
understanding. 

Senator Payne. I think that is generally true. I would say also, 
Congressman, that I think of course we do have another vehicle, the 
State development credit corporation, which has not been able to 
secure all of the capital that I believe it should. 
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_ Mr. Corrin. I would agree. They are pretty much up to their 
limit. 

Senator Payne. That is right. 

Mr. Corriy. But even that group, I think, is in a loan position. 

Senator Payne. Right. 

Senator Ciark. Senator Payne, we have under consideration an 
amendment which would take care of what I think Congressman 
Coffin has in mind by permitting loans as well as investments in equity 
to be made by these companies to which Federal assistance would"be 
made available. 

Senator Payne. Right. 

Mr. Corrin. With that statement the next sentence in my statement 
is made considerably less pertinent. 

Senator CLark. 1 think you ought to put it in, Congressman, because 
the amendment is only under consideration and it takes votes to get 
it adopted. 

Mr. Corrin. I think that amendment would certainly be worth most 
serious consideration and I would be inclined to support it, because I 
question whether the lending authority presently contemplated under 
section 601 of S. 3651 would be of immediate significant use to our 
development groups. 

Because the need for financing is immediate, I strongly urge this 
committee seriously to consider the type of Federal financing for State 
and local development groups contemplated under Senator Hum- 
phrey’s bill, S. 2185—the same measure that 1 sponsored in the House— 
and S. 2286, introduced by Senator Fulbright. I believe that Sen- 
ator Thye, when he introduced S. 3645, had in mind these two legisla- 
tive proposals because title LI] and LV of that bill provide for loans 
to State and local development groups of a type contemplated by 
Senators Fulbright and Humphrey. 

I am aware of the fact that S. 3651 addresses itself solely to the 
problem of equity capital—excluding the amendment which you just 
mentioned, Senator Clark—while 8. 3643 includes amendments to the 
Small Business Act which would enable SBA to broaden its present 
lending program to make additional financial assistance available to 
local ind State development groups. I know that some members of 
your committee believe that the lending functions and the equity 
capital functions should be separated. Nevertheless, I believe it would 
be appropriate, and urge this committee to include in 8. 3651, ex- 
panded lending authority for SBA along the lines suggested by S. 
2286 and S. 2185. 

Senator CxiarK. I would like to indicate my own agreement with 
your point there, except I think we ought to be dealing in terms of 
long-term loans rather than the type of short-term loan which the 
Small Business Administration is now permitted to make. It does 
seem to me you have a very valid point in suggesting that this capital 
bank setup which we have under consideration should be in a position 
to make not only advances for equity, i. e., stock, but also advances 
for long-term loans, whether it 1s convertible debentures, or mort- 
gage loans, or what not. 

Mr. Corrin. And I would think that would be particularly suitable 
to these development groups. That is, they would be interested in 
that type of loan. 
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Senator Ciark. Yes. Of couvse. you understand, I am sure, that 
we contemplate Federal assistance not only to State development cor- 
porations, but also the new investment concerns which would be 
created without any necessary State sponsorship, which would act in 
a sense as capital banks. 

Mr. Corrrn. These are these new investment associations or com- 
panies ¢ 

Senator Crark. Yes. 

Mr. Corrtn. I understand that, and I feel that that type of loan 
would serve a very useful purpose, 

I have stated that service could be performed by this committee 
in devising suitable means for making equity capital available and 
I have also underscored the need for enlarged loan authority on the 
part of SBA. I think it is also important that SBA not only be made 
permanent, but maintained as a major vehicle for focusing Govern- 
ment attention on the problems of small business. I w ould not want 
anything which I have said here to indicate for a moment that SBA 
should be bypassed or downgraded in any way. Indeed, there is some 
question in my mind whether an additional agency could be sue- 
cessfully established without duplicating many of the subsidiary 
functions attending the creation of a new governmental unit. Such 
functions as housekeeping, accounting, management, and other items 
commonly associated with overhead expense would, in my opinion, 
be inevitably duplicated to a substantial degree. 

Senator Crark. Thank you very much, “Congressman. 

I would like to assure you that this subcommittee will give careful 
consideration to the House bill extending SBA, which was passed 
last year, and I would be hopeful we w ould take affirmative action 

so that some legislation continuing the SBA would be enacted at this 
session of Congress. 

Mr. Corrin. I know that would gratify Congressman Multer as 
well as myself, because he was very instrumental in that. 

Senator Criark. Thank you very much for your most helpful 
testimony. 

Senator Payne and Senator Proxmire, we have a problem of trying 
to get Mr, Multer back to.a Banking and Cur rency Committee meeting 
of thé House by 11 o’clock. I certainly do not want to curtail the 
questioning of Congressman Coffin, but I am sure you will keep that 
in mind. 

Senator Payne. The only thing I want to say is, I very much con- 
cur with the statement that has been made here by Congressman 
Coffin, who happens to be a fellow who is a very close personal friend 
of mine, and has been over the years. We come from the same city, 
Lewiston, Maine, and our families have been close personal friends 
for many years. He has, I think, hit upon a number of things here 
which. are very important, and I know that the subcommittee and the 
full committee will give real consideration to them. 

I am glad to see him-also in support of having the Small Business 
Admii nistration inade a permanent agency. That was embodied in 
the bill that I introduced last year, and which is still hanging fire, 
is far as I.know. We have not been able to get action on ‘it. Con- 
gressman Coffin knows the situation with regard to small business, 
I can-assure you of that. He has worked with them and he knows 
many of their problems. 
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I think this is a very real contribution he has made here, just as he 
always makes a real contribution. 

Mr. Corrin. Thank you, Senator. 

Senator Proxmire. I have no questions. I thought that the testi- 
mony was unusually helpful. 

Senator CLrark. Thank you, Senator. 

Thank you very much, Congressman Coffin. 

Congressman Multer, will you give us the benefit of your thinking? 
We are very happy to welcome you here to give us your help on this 
very complicated matter. We know of your wide experience in this 
field and of your interest as a member of the House Banking and Cur- 
rency Committee in seeing that the thoughts of the two Houses are 
brought together with effective legislation. 

I see that you have a very elaborate and I am sure a most helpful 
statement here. My suggestion would be that we place it in the record 
in full at this point, and ask you to hit the highlights, appreciating the 
inconvenience which we are causing you by keeping you here when you 
want to get back to the House. 


STATEMENT OF ABRAHAM J. MULTER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Motrer. Thank you very much, Mr. Chairman, members of 
the committee and Members of the Senate. I appreciate the courtesies 
extended to me, and I am sorry that Mr. Coffin has shortened his 
presentation to make room for me. I appreciate that and I also 
appreciate that Mr. McCormick stepped aside so that I could present 


my statement. 

I will follow your suggestion, Mr. Chairman, which is a good one, 
that the statement be made part of the record, and I will highlight 
some of the important features. 

Senator CLark. The complete prepared statement of Congressman 
Multer will appear in the record at the conclusion of his oral state- 
ment. 

Mr. Mutter. I join with Mr. Coffin in urging that the Small Busi- 
ness Administration be continued as a permanent agency, and that 
your committee then take action on H. R. 7963, which passed the House 
by an overwhelming vote of 393 to 2 last year. It is implicit at least 
in some of the bills before you that you will continue that agency. 
I have elaborated in my statement upon the reasons why it is import- 
ant that it be a permanent agency. 

Many people will. ask-why should there be two agencies. If we are 
going to continue the Small Business Administration as.a perma- 
nent agency, or even as a temporary agency, why set up a new agency 
for small-business investments or long-term loans? Of course, these 
definitions change very quickly. 

When I first entered a'bank as an employee in 1918, a long-term loan 
was a l-year loan. Today the Small Business Administration is 
authorized to make loans up to 10 years, and we are now talking about 
the 10-year loan being a short-term loan. 

There is not any doubt but that small business if it is to be helped 
effectively, in addition to the lending facilities that the Government 
must extend to it, that we must make some means available to it to get 
capital which they need on a long-term basis. 
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My bill, H. R. 10980, was prompted in part at least by the thinking 
of Mr. McCormack, who just testified here, and I want to give public 
credit to him for having stimulated the idea that is presented by my 
bill. 

I would like also, if the principle of my bill were enacted, actually 
to test out whether or not the American public will participate in 
this kind of venture. I think we should do that before we have the 
Government step in and say, “We are going to do this because private 
enterprise will not do it.” We know that private enterprise will 
not make long-term loans to small business. We do not know whether 
or not they will participate in a venture like this of long-term perma- 
nent risk capital investment... Let us try it. Let us test it, I say, and 
see if we can get them to do that. 

The reason why 1 say there must be two agencies rather than one 
is important. I think Mr. McCormick will bear me out on this, as 
will any banker, I am sure, who will come before this committee. 
The philosophy of lending is quite different from the philosophy of 
investing. ‘lhe investment is intended to remain more or less perma- 
nently. “There is no guaranty of return; there is no fixed amount of 
return by way of dividends or interest, ‘but as the venture earns the 
invested ‘capital will be returned by way of profits earned which will 
be paid out in dividends, and even after the initial capital is all paid 
back the investment remains and continues to earn. 

The loan, on the other hand, as we all understand it, is made for 
a definite length of time, agreed upon at the: time the loan was ad- 
vanced, to bear a fixed interest or return. ‘There is alw: ays an assurance 

or guaranty, or there should be reasonable assurance with necessary 
guaranties when available for the return of the money. Even though 
it may be for a 10-year or a 20-year term, it nevertheless contemplates 
at all times that the money will come back out of the business and be 
returned, while venture capital and risk capital and investing capi- 
tal is intended to remain more or less indefinitely there. As long as 
the business operates, the money stays there. Upon liquidation it will 
be paid back in proportion to what the assets are. 

So I say because of that basic difference in the philosophy of the 
approach of the men who must appraise where the investing money 
will go, or appraise the value of the loan and the assurance of repay- 
ment, that is the reason why we need two different agencies to do the 
job. 'E ventually we may want to combine the two agencies. I doubt 
it. 

I think in addition to these important basic reasons that the Small 
Business Pere ee is presently doing a good job, and filling 
a very real need. I do not think we will ever be able to do without it. 
I hope someday we can, but in the meantime with this new venture 
going into this new field full of so many complexities and so many pit- 
falls, let us not risk this its going bad. ° If it does it will give a black 
eye to the Small Business ‘Adniinistration’ and possibly cause that 
to fold up. 

I have in mind specifically, as I am ‘sure you have, that the RFC 
would not have been closed up when it was doing such a good job for 
small business, except for the fact that some’ of the big-business loans 
they had made gave them a black eye. Let us try to avoid that hap- 
pening with this new agency. 
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Senator CLarkx. Let me interrupt you to say that I personally agree 
with you, but what would be your answer to the contention that some 
of our friends make that by creating a new agency we are setting up 
another vast Federal bureaucracy which will have branch offices in 
every city and county and which is quite unnecessary. You know the 
general objections to the Gover ment inter jecting itself to that extent. 

Mr. Mutter. If this agency is needed then all those arguments ob- 
viously fall to the ground, But my approach 1 is slightly different than 
that of S. 3651, which was introduced by Senator ‘Johnson and many 
others. 

S. 3651 does appear to set up a permanent agency, and while it 
talks about letting private enterprise eventually take over, the main 
or mother organization has no provision, in the bill at least, for 
private enterprise taking it over. You do prov ide for the small 
investment company being helped by the mother agency, eventually 
to be owned, completely privately owned. My approach is different 
from that. 

In H. R. 10980 I set up an agency of Government with provisions 
which are self-executing and mandatory that small business eventu- 
ally take it over. If the enter prise fails, and collapses, we will close 
it up. We would be among the first to do so if it did not succeed. 
But, if it succeeds I provide with every investment, that the com- 
pany that is being helped must make a 10 percent investment in the 
Government agency or corporation that is set up, and eventually small 
business will own this agency that we are setting up and the Gov- 
ernment will be out completely. It may take 10 years, but eventually 
the Government will get out. 

If in the meantime it is not succeeding and not doing the job, we 
can wind it up at any time. 

I think that is a complete answer to those who say let us not set up 
another bureau or. another agency of Government. 

In that connection I cannot too vigorously urge upon you that 
in your approach please do not set up a policy board as part of the 
agency or part of the corporation which is going to include in its 
membership anybody in other Government agencies, whether it be 
the Secretary of the Treasury or the Secretary of Commerce, or the 
Small Business Administrator. Please keep them out of the policy- 
making organization or division of the corporation or agency. 

Senator Crark. W hy do you say that? 

Mr. Mutrer. Because experience has shown with the Small Busi- 
ness Administration, where we have a loan policy board consisting 
of the Secretary of Commerce, the Secretary of the. Treasury, and 
the Small Business Administrator, that the Small Business Admin- 
istrator is under the domination of those two other agencies. The 
two other men are big business representatives traditionally. In 
fact, their views have prevailed rather than the views of the Con- 
gress, and the intent of the Congress. The views of the Secretary 
of the Treasury and the Secretary of Commerce have been running 
the agency so far as loan policy is concerned, and I say that is 
bad. 

Senator Crark. Do you think that would be true regardless of 
who controls the White House? My own view is, that is a reflection 
of current political philosophy of the party that won the election 
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in 1952 and 1956, and it would change very rapidly if the party to 
which we both belong would acquire the Presidency. 

Mr. Motrer. I b aleve you are right, that personalities will change 
and we will get better public servants who are more responsive to 
the will of the Congress and to the will and needs of the people. 

Senator Crark. In other words, you think that this agency should 
not be a part of the executive arm ¢ 

Mr. Mutrer. Definitely not. And let me say in fairness to the 
Republicans, the Democrats too have called on big business for rep- 
resentation in Commerce and in Treasury. Commerce is supposed 
to be the agency taking care of all business, big and small, but 
traditionally, no matter who is in the White House, Democrat or 
Republican, the Commerce Department looked after big business and 
Treasury leaned toward big business rather than small business. 
The only small business agency we have today in Government is the 
Small Business Administration, and we should make it independent 
as called for in H. R. 7963. I hope you do the same thing here. 

If we set up an agency, of course, we are inclined to say, let us 
have an administrator, one person running the agency or depart- 
ment. That is all right in most instances and I go for it in most 
departments. But in setting up a new agency of this kind which is 
going actually to be exploring new paths of enterprise, let us in the 
first instance, whether it be an agency or corporation, set up a board 
of at least 3 men, or a commission of at least 3 men, and call in 8 
people from outside the Government, and let them explore and 
develop the policies and program and administration of this agency. 

Let them be responsible for the making of the policy and the im- 
plementation of the policy. Where we are going into such a new 
field as this, I do not think we can find anyone man who will be able 
to do the right job: There too we may fail because we do not have 
the right person or persons in control. If we can get three people 
from business and banking and investment to come in and do this 
job and set up this new agency or corporation, I think we can do 

a better job in the first instance. Maybe after 3 or 4 or 5 years we 
will go back to the idea of 1 man running it, but in the beginning 
we need that diversification of opinion and attention. 

There are many good provisions in S. 3651 which I did not incorpo- 

rate in my bill, and which T think should be incorporated, that you 
bring out. I have indicated them in my statement and I will not 
take the time to mention them. There is one other provision which 
is neither in those bills nor in my bill, which I think we should not 
overlook putting in. That is the provision that the General Account- 
ing Office have the right to go in and audit and report to the Con- 
gress. In these bills we call for reports to the Congress. Let us not 
make the mistake of not saying in the bill we enact that the General 
Accounting Office should have the right to go in and review and re- 
port to the Congress as to all of the operations of any agency or 
corporation we do set. up. 

The question of definition always give us considerable trouble— 
the definition of small busines. I do not think the complete answer is 
found in my bill. I do not think it is found in the Senate bill. My 
suggestion is we add to whatever language we take, whether it be 
that in the existing statute or that in any of the bills—that we add 
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a provision which would give the administrator, or the board, or 
the commission that is in control of this new organization, discretion 
so that it does not arbitrarily exclude someone. If his definition 
says 250 employees in this particular industry is small business, do 
not make him exclude one with 254 employees. Give that additional 
latitude and discretion so that it can bring a genuinely small business 
concern into this program, where the facts warrant it. 

I think, sir, I have covered most of the important features of the 
legislation before you and, of course, as has already been indicated, 
they are elaborated on in my statement. 

Senator Cirark. Thank you very much, Congressman Multer, for 
your most helpful testimony, and particularly for calling to our atten- 
tion your own bill; H. R. 10980. I see that you have a section by 
section analysis of it in your prepared statement, and I am going to 
ask the staff to familiarize themselves with it. I shall read it: with 
great care myself before we go into executive session to mark up a 
bill for final action. 

I really do appreciate your taking this time. I know you want to 
go back so I will not hold you any longer. Thank you ever so much, 
Congressman Multer. 

Mr. Mutrer. Thank you. 

(Congressman Multer’s prepared statement follows :) 


STATEMENT OF ABRAHAM J. MULTER, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF NEW YORK 


Mr. Chairman and members of the committee, I appreciate the privilege of ap- 
pearing before you today in an effort to help in some small way in your delibera- 
tions on-a very complex problem confronting the American public and the 
Congress. 

I, like - many Members of the Senate and the House, have introduced bills to 
provide financial. aid and assistance to small business. 


NEED FOR A NEW LEGISLATIVE APPROACH 


If the 4 million small-business concerns so vital to our free enterprise system 
are to continue to..exist, we here in Congress must find, as quickly as possible, 
a method whereby the financing so necessary to the life. of a small-business con- 
cern will be made. more readily available. Not only must we address ourselves 
to the problem of loans to small business but we must also. establish methods of 
making available risk capital, now almost nonexistent, for these small businesses. 

My bill, H. R. 10980, is known by the. title of “Small Business Investment 
Corporation.” Its purpose is to furnish needed equity capital to small-business 
concerns in the United States. 

Today, we can all agree (1) that the growth and development of small business 
is essential to the. continuing vitality and expansion of a sound national enon- 
omy; (2) that small business concerns in the United States are increasingly in 
need of equity capital money with which to finance their growth and develop- 
ment; (3) that such money must come from either loans or risk capital or both; 
(4) equity risk capital is unfortunately rarely available for this purpose; and 
(5) until private enterprise adequately performs this task, the Federal Govern- 
ment must fill the void. 


THE SMALL BUSINESS ADMINISTRATION 


There is now pending before this committee H. R. 7963. That bill passed the 
House last year by an overwhelming vote of 393 to 2. It represents the clear 
and unequivocable attitude of the House that the Small Business Administra- 
tion should be a permanent agency. The financial assistance program of the 
Small Business Administration covers only the loan feature—both for business 
loans and disaster loans. But unless and until this agency is made permanent 
by Congress, it cannot and it will not fully accomplish the mission for which 
it was created. 
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There are many who urge that the authority of SBA is too limited and too 
restricted. Some urge the maximum amount of the loans is too low. Others 
say 10 years is too short aterm. Ifa majority of this committee endorses either 
or both of those suggestions, then I say amend H. R. 7963 so as to accomplish 
those additional lending functions. 

But I beg of you, do not create a new lending agency for that purpose. There 
are those of our colleagues who rightfully complain that SBA has not in all re- 
spects implemented the intent of Congress. Some of those complaints are prop- 
erly laid at the door of poor administration. The blame for others is ours, 
that of the Congress, because of the provisions we wrote into the law. 

On the administration end, SBA has learned and is learning from experience 
and is doing, and I believe will continue to do, a better job. We can help them. 

If we eliminate the loan policy board, we will at once make the agency more 
amenable to the legislative will and intent and, at the same time, eliminate the 
big-business views and influence of the Treasury and Commerce Departments. 
If we make SBA permanent, the agency will be able to retain experienced per- 
sonnel. Because of its temporary nature, as fast as SBA trains good men they 
move on to other positions that give assurance of permanent tenure. In addi- 
tion, SBA wil get more and better cooperation from private industry and private 
banks if it has permanent status. 

A most important reason for continuing SBA is the important Government 
procurement role it plays for small business. There is no other agency set up 
to do that job. No other agency has ever really tried to do it. None of the 
other bills before the Congress seeks to set up an agency to assume that task. 

This phase of my testimony is fortified by the opinions of the small independent 
bankers of our country as made known by them to the National Federation of 
Independent Business. 

I therefore urge this committee to immediately report to the Senate H. R. 
7963 with or without amendments. 


A NEW AGENCY TO SUPPLY EQUITY CAPITAL 


T also urge that you report to the Senate for its consideration a bill which can 
be expeditiously adopted by Congress to supply the long-nedeed risk capital for 
small business. 

I have no pride of authorship; and I am confident that no Member of either 
body insists that his own bill is the only answer or the complete answer: We 
are all concerned with attaining one goal and that is enactment of legislation 
which is in the best public interest of the country at large. 

H. R. 10980, introduced by me in the House, was based upon extensive hearings 
held by the House Small Business Commitee, of which I am privileged to be a 
member, and chaired by our able colleague from Texas, the Honorable Wright 

*atman. At those hearings we received testimony from representatives of 
small and large business, as well as from economists and experts in the field of 
financing. 

The. Honorable Edward T. McCormick, president of the American Stock Ex- 
change, in his statement recommended to the House Small Business Committee 
on November 22, 1957, that Congress should set up a closed-end investment trust 
with both the Government and private investors participating in the initial 
capitalization to provide equity capital for small busines. 

There emerged from these hearings several important conclusions. 

Small business concerns require permanent capital which can be kept invested 
without the need to meet frequent interest payments. The most logical source 
for such funds is investment capital. However, it is apparent that small business 
concerns, though they have good records and bright prospects, cannot compete 
for such money with the well-known large firms. Big business enjoys a near 
monopoly of currently available investment funds. 

Equity capital will permit greater flexibility in the business operation of the 
firm. Expansion to increase production and develop new ideas becomes possible. 
The credit base is expanded, permitting borrowing from the commercial banks 
and easing relations with suppliers and customers. 

H. R. 10980 establishes a mechanism which may well be the solution to a 
permanent problem of small business. 

It provides its own procedure for removing Government from the investment 
business. 

The corporation will eventually become a wholly privately owned institution. 

This is the most simple direct way of meeting the problem ; and the agency will 
not be in competition with any existing Government agency. 
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On February 3, 1958, I introduced a bill, H. R. 10453, which is the same as 
H. R. 10345, that of the distinguished gentleman from Texas (Mr, Patman), and 
of many others, and which is referred to as the small business capital bank bill. 

I am still in favor of the general principle of that bill. I offered my bill, 
H. R. 10980, as another approach to the same problem. 


WHY 2 AGENCIES INSTEAD OF 1 


My bill, H. R. 10980, differs from the others, H. R. 10345 and H. R. 10453, in 
two important respects. 

First, it provides for immediate participation in this financing by the general 
public. 

Secondly, it omits the lending function found in those bills and instead provides 
only for supplying investment capital. 

I am firmly convinced that the 2 functions cannot be operated successfully in 
1 institution or in 1 organization. 

The lending officer must be schooled in the philosophy of advancing money, for 
a limited time, for a fee—interest—fixed at the time of the advance, and condi- 
tioned on a reasonable assurance of repayment. 

The investing officer must be schooled in a philosophy which is almost the 
direct opposite, to wit, appraising the risk probabilities that will warrant ad- 
vancing money for an indefinite time with no promise of refund but with reason- 
able assurance that profits will be earned sufficient to return the advance in vary- 
ing installments—dividends—which continue even after the original capital has 
been repaid out of profits. 

The business and banking world has long recognized that those two functions 
should be kept separate and distinct, 

The great majority leader of the Senate, the Honorable Lyndon Johnson, has 
introduced S. 8651 which has been cosponsored by many Senators and is another 
approach to this important problem. A similar bill has been introduced in the 
House by the Honorable Wright Patman. The able majority leader stated before 
the Senate on April 21, when the introduced his new bill, 8. 8651, that this is a 
new approach to the problem and that he is confident that the committee will 
select the best and most workable features of the various bills now being consid- 
ered by. your committee. What we all want is a good law which will successfully 
supply the long-term equity capital needs of small business. 


A POLICY, BOARD DILUTES CONTROL 


I have read Senator Johnson’s bill and I reluctantly find that I must disagree 
with at least one important feature of it—the creation of a Smalk Business 
Policy Board. 

Since the enactment of the Small Business Act of 1953, as amended, attempts 
have been made in both Houses of Congress to eliminate the Loan Policy 
Board, created by section 204 (d) of the Small Business Act of 1953, as 
amended. H. R. 7963 accomplishes. that end. The SBA Loan Policy Board 
has hampered and impeded its operations. 

The Loan Policy Board called for by S. 3651 adds an additional official to 
the Board, namely, the Administrator of the new Small Business Investment 
Administration. That provision will not remedy but rather perpetuate a bad 
situation. The Cabinet officers, the big-business representatives in Government 
will continue to dominate, and I am afraid will: stifle, what should be the 
friend and sponsor and helper of small business. In 1955; in a report issued 
by a subcommittee of the House Committee on Small Business, House Report 
1045 of the 84th Congress, 1st session, of which I have the honor to be 
chairman, we unanimously agreed that: 

“* * * the procedure of the Loan Policy Board appears to delay important 
decisions and hampers efficient administration rather than serving to expedite 
the important lending functions of the act. In view of the foregoing expe- 
rience, this subcommittee recommends that section 204 (d) of the act be re- 
pealed. The subcommittee feels that the responsibility and jurisdiction for 
the policies, as well as the operations, of the Small Business. Administration 
should lie solely within the administration of the agency. It is clearly the 
intent of the Congress that the Administrator be responsible for the activities 
and functions of the agency and that the agency be wholly independent and 
unaffiliated. * * *” 

That report was unanimously adopted by the full committee. 
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Experience has also taught us some of the shortcomings of the Small Busi- 
ness Administration. Despite the fact that it has been created as an inde- 
pendent agency, it has failed to act as an independent agency and has been 
under the thumb of the Secretary of the Treasury and the Secretary of Com- 
merce. 

Section 201 of 8S. 3651 establishes the Policy Board. Its functions are out- 
lined in section 202 (b) as the coordination of the activities between the Small 
Business Administration and the Small Business Investment Administration. 
The Board is to establish under section 202 (a) the general policy governing 
the approval and disapproval of applications for financial assistance for both 
the Small Business Administration and the Small Business Investment Admin- 
istration. 

As I have previously stated, I am firmly convinced that both the lending 
functions and the financial functions cannot be blended successfully in 1 in- 
stitution or 1 organization. One is based upon the philosophy of advancing 
money for a fee or interest with a definite guaranteed promise of repayment 
at a fixed time or times—the other upon the philosophy of investing money 
based upon the risk probabilities, which warrant putting the money out for an 
indefinite period of time with no guaranty of return. 

Unless we have independent, unaffiliated agencies, both for lending and in- 
vestment purposes, with responsibility resting with the agency itself, we must 
expect the thinking of the Secretary of the Treasury and the Secretary of 
Commerce to prevail. That is not to say that they may not confer and consult 
and in appropriate fields even cooperate. But the responsibility should be that 
of the operating head of the agency and not shared with some other official of 
the executive department of Government. be 

The SBA lending function is a successful program, even if not broad enough. 
This new and untried investment program may or may. not succeed. We hope 
it will. But until it does, let us not risk losing the benefits of a good program 
because of any deficiencies or losses that may occur in the new one. 


ANALYSIS OF H. R. 10980 


At this point, I would like to present a section-by-section analysis of my _ bill. 

Section 1. The act is to be cited as “Small Business Investment Corporation.” 

Section 2. The policy of the Congress and the purpose of the act are to pro- 
vide small-business concerns of the United States with an adequate source of 
equity capital and thereby promote their growth and development in the interest 
of a sound, vital, and expanding national economy. 

Section 3 defines various terms used in the act. 

Section 4 (a) creates the Small Business Investment Corporation; (b) de- 
clares that the objective of the Corporation is to carry out the purposes of the 
act by supplying needed equity capital. 

Section 5 (a) creates a Board of Directors to administer the Corporation; 
(b) establishes the method of appointment of the Board while the Government 
still owns capital stock in the Corporation; (c) establishes the term of office of 
the Board of Directors; (d) sets the rate of compensation for the Board; (e) 
establishes travel allowances; (f) sets the method of electing officers of the 
Board with a rotating chairmanship and fixes a quorum as three members of 
the Board; (g) gives the Board power to adopt rules and regulations; (h) es- 
tablishes procedures for selection and election of members of the Board at such 
time when the Government ceases to own any capital stock. 

Section 6 (a) sets forth the method of appointing an Executive Director of 
the Corporation; (b) establishes the compensation for the Executive Director 
along. with allowances for travel; (c) fixes the duties of the Executive Director ; 
(d) enumerates the general powers of the Executive Director (such as the hiring 
of employees and the acquiring and disposal of property in connection with the 
functions of the act). 

Section 7 provides the powers of the Corporation, including— 

(1) establishment of bylaws consistent with the act and the manner in 
which business is to be.conducted both before and after the time when all 
capital stock subscribed for by the Secretary of the Treasury has been 
retired ; 

(2) the adoption and use of .a corporate seal ; 

(3) the right of succession ; 

(4) the making of contracts; 

(5) the right to sue and be sued ; 





FINANCING SMALL BUSINESS 343 


(6) the right to acquire, hold, and dispose of property (real, personal, or 
mixed) ; 

(7) the delegation of incidental powers to the Board in order to carry out 
the functions vested in it by the act. 

Section 8 (a), initial capitalization of the Corporation of $20 million, one-half 
of which shall be subscribed for and paid in by the Secretary of the Treasury 
immediately upon the establishment of the Corporation, and whith shall be 
retired in full at the earliest practicable time, the other one-half shall be offered 
for sale to the general public at par. The stock shall have a par value of $100 
per share. 

Section 8 (b) provides for additional funds by issuance of bonds to carry 
out the purposes of the act with a maximum ceiling of $500 million including the 
purchase by the Secretary of the Treasury of $250 million. The obligations 
sold to private investors shall not be guaranteed by the United States ‘nor 
constitute a debt or obligation of the United States. 

Section 9 (a): gives power to the Board to promulgate standards to determine 
the eligibility of small business concerns for assistance under the act; (b) 
grants powers to the Board to hold interests in unincorporated small business 
concerns which meet the standard established by the Board; (c) requires as 
a condition for the obtaining of any assistance that the applicant invest in the 
Corporation’s stock ,a sum equal to at least 10 percent of the amount advanced 
by the Corporation to such small business; (d) grants powers to the Board to 
sell the stock of the small business concerns on the open market (after first 
giving the issuing small busines concern an opportunity to repurchase or retire 
such stock). 

Section 10 provides for the payment of expenses and distribution of earnings 
and establishes a priority by which such distribution shall be made. 

(1) Provides for’ the: retirement of the capital stock subscribed for by 
the Secretary of the Treasury under section 8 (a). 

(2) Provides fer the’ retirement of the obligations issted to and pur- 
chased. by the Secretary of the Treasury under section 8 (b). 

(3) Provides for distribution of earnings to the holders of obligations 
issued to private investors under section 8 (b). 

(4) Provides for payment of dividends on its capital stock. 

Section 11 provides for the administration of the Corporation ‘when all money 
invested by the Secretary of the Treasury under sections 8 (a) and 8 (b) has 
been repaid. 

Section 12 provides for annual reports to Congress during such time as any 
capital stock is owned by the Secretary of the Treasury. 

Section 13° provides for the publication of regulations by the Corporation. 


GETTING THE GOVERNMENT OUT OF THE BUSINESS 


Mr. Chairman,.the bill which I introduced, H. R. 10980, attempts in as simple 
fashion as possible, to provide the needed equity capital for small business. It 
should be noted that although initially there is an investment of Government 
funds, provision has been made to retire such Government funds and return this 
important function to private capital. The bill introduced by Senator Johnson 
and the other sponsors creates a new agency and makes no provisions for its 
eventual ownership by private enterprise. 

My bill, H. R. 10980, does contain a mandatory provision which will even- 
tually cause private enterprise to own this corporation and carry on its opera- 
tions, if they prove successful. 

The provision in the Johnson bill, 8. 3191, section 404, provides for compul- 
sory investment by the small concern in the private investment company but 
not in the overall agency which will finance the investment company. 


MISCELLANEOUS PROVISIONS 


The provisions in S. 3191, section 304 (deposit of funds and contributions to 
retirement and disability funds); section 408 (tax treatment of losses and 
gains) ; sections 701 and 702 (repeal of sec. 13b of the Federal Reserve <Act, 
capital loan provisions) ; section 703 (purchase of the new obligations by 
Federal Reserve banks); and sections 801-805 (criminal provisions) are not 
in my bill but should be in any bill that is enacted. 
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CONCLUSION 


One final word about the board of directors called for by my bill (H. R. 
10980) and the administrator called for by the Johnson bill (S. 3191), to point 
up a fundamental difference. 

If the new instrumentality we create to do this job is to be an agency then, 
of course, an administrator is called for; if a corporation, then a board of di- 
rectors is necessary. 

If it is an agency, we may expect it will remain for all time a part of the 
Government. If, eventually, it is to be privately owned, a corporation is indi- 
cated as the more proper method of operation. 

Quite apart from that, however, we are here embarking upon a new and un- 
tried field of Government endeavor. Its pitfalls will be many. Its complexities 
are very great. 

Ordinarily I favor one-man responsibility in Government departments. Even- 
tually that may make for more efficiency even here. But, at the start, I be- 
lieve, whether agency, bureau, department, or corporation, we should enlist the 
services of at least three outstanding, experienced persons who will devote 
their full time to setting up and attempting to make work edeffctively and 
efficiently this new facility. 

That is a far cry, however, from having a policy board do the job. The 
board I refer to is one which will be charged with making and implementing 
policy and which will have no outside duties or conflicting interests. 

If we truly believe in free enterprise and competition, we must enact an 
equity risk capital bill immediately. We must take this action now and breathe 
life into what remains of free and fair competition. The responsibility is ours. 
Let us reassert our faith in our way of life and fulfill our pledges and respon- 
sibilities by enacting the programs which we know are necessary to maintain a 
healthy, competitive economy. 

Senator Crark. Mr. McCormick, will you come back now? I cer- 
tainly appreciate your courtesy in stepping aside to give us time with 
the Congressmen, and we will try not to detain you too long. 

Before I ask you any questions,:I wonder if there is anything you 
want to add yourself to your testimony ? 


STATEMENT OF EDWARD T. McCORMICK, PRESIDENT, AMERICAN 
STOCK EXCHANGE—Resumed 


Mr. McCormick. I would like to say that our objective here should 
be along the lines of providing equity capital. I donot think it should 
be confused with the element of loans. In other words, I think they 
should be separated completely. To begin with, I think the invest- 
ment of the Government should also be on an equity basis. To make 
this thing reasonably attractive and I think practical in its operation, 
it should not be burdened, that is, even the investment associations, 
with loans, In other words, it should be along the lines of tried and 
proven patterns that the investment trust people have developed. 

I actually do not see the necessity for a separate governmental unit 
to get involved in this thing.. The question is for the Government to 
make a sufficient equity investment in this association to get it off the 
ground. Certainly they should have a voice in naming directors. I 
think your directors could be named along the lines in which the Fed- 
eral Reserve bank directors are named. 

Certainly there should be no objection to copies of the audits, which 
I think should be made by nationally known autditors, being given to 
the Accounting Office for their review, because there is no question 
but that they are experts. However, that is as far as that should go. 
T do not believe that the General Accounting Office should have any 
voice whatsoever in determining policies of the organization. T think 
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their task should be limited to establishing whether or not there has 
been an honest administration of the funds involved. 

I also believe that the individual small company should receive 
funds on an equity basis, and not on a loan basis. 

One small point that I think Congressman Multer and I might dif- 
fer on is that I do not envisage this being owned eventually by small 
businessess themselves, but by the American public. In other words, 

just as the Lehman Corp. or the Tricontinental Corp. are owned 

American citizens, citizens who have had an interest in investing in 
the fund. I believe it should be possible through the directors of this 
corporation named by the Government, and those representing the 
public investors, to get a competent administrative board to accom- 
plish the purposes that you have in mind. 

Senator CLark. Your views would really be quite different from 
the philosophy of either S. 3651 or S. 3643, would they not? 

Mr. McCormick. Yes. 

Senator Crark. Have you had a chance to study the bills? 

Mr. McCormick. Yes, I have gone through your bill, Senator, and I 
think it is headed in the right direction. T have pointed out 

Senator CLiarK. You are now speaking of S. 36517 

Mr. McCormick. No. S. 3643 was the copy sent to me by your com- 
mittee. 

Senator Ciark. Just so that the record will be clear, we are giving 
our most careful attention to S. 8648, which has been called the admin- 
istration bill, introduced by Senator Thye and others, and to S. 3651, 
which has been called the committee print bill, prep: ared by the staff of 
this committee after consultation with the staff of the Federal Reserve 
Board. 

They are different to some extent in their details. They have a good 
many features in common, and I just want the record to be clear jon 
which one of these two bills you are referring to here. 

Mr. McCormick. I am only familiar with S. 3643. For example, 
this corporation should not be inhibited. I do not know whether it is 
in. your new bill, but in S. 3648 there is a limitation, and this refers to 
loans, in the event it might lead to relocation. Let us make up our 
minds whether we are trying to finance small business or maintain 
economic situations in certain areas. 

Senator CiarK. I ves we are probably trying to do both. 

Mr. McCormick. I do not think you ean. I think you are either 
going to invest and help small business get off the ground, and, if you 
impede small business from moving from one area to the other because 
of certain national economic policies, then 1 think you are already bur- 
dening the corporation. If big business can move from New England 
to Pennsylvania or Alabama or California—and a lot. of them are 
going to California—then why should not small business, if it is neces- 
sary to its ultimate success, also take advantage of those particular 
areas where there is climate or labor or anything else. 

Senator CLark. Of course, the argument is that that is all very well 
if a small business wants to move, but that Federal funds should not 
be put out to help them move, and thus create substantial and addi- 
tional unemployment in the area which they leave. That is the 
argument. 
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Mr. McCormick. I do not think it has any place in this bill. If you 
want to keep business in and give economic support to certain areas 
I think you should do it through some other mediums. 

Senator CiarKk. One of the most refreshing things about your testi- 
mony, Mr. McCormick, is you are almost at the opposite pole from 
many of the other witnesses we have had here. That is a very stimulat- 
ing thing, because it makes us all think here in the committee. I would 
like to explore one of the positions in which you are diametrically 
opposed to most of the other witnesses in that most of them think—I 
should not say “most,” but certainly a preponderance of them think— 
that small business does not need any equity capital and that small- 
business men do not want equity capital, as they do not want to divest 
themselves of any part of their ownership in small business. What 
they want is a long-term loan. 

They can get a short-term loan, and even an intermediate-term loan, 
but there is a very demonstrable and rather large gap, which has some- 
times been called the Macmillan gap because the present Prime Min- 
ister of England some years ago was the chairman of a committee over 
there that came in with a report saying that there was a very definite 
gap in the capitalistic system in that there was no long-term credit 
available for small business. They have set up a Government corpora- 
tion over there to deal with it. The preponderance of the testimony 
here is that a similar gap exists in this country. 

I personally agree with you that we ought to have equity capital, 
or stock capital, available, but there have been so many witnesses 
saying that small business does not want. that kind of capital, but 
what they want is a long-term loan, that I have been coming to the 
conclusion whatever agency we set up should be available to make 
either a long-term loan or an investment in the common stock of a 
small business; that has that necessary flexibility. 

If I can pursue the matter a minute and then ask you for your 
comment, the thinking is that primarily this need of small business 
arises when a successful concern finds it has a need to expand and does 
not have readily available the capital with which to expand. I think 
you would agree undercapitalization is frequently a critical problem 
with small business. 

When that time arrives the owner of the equity, I imagine in the 
normal case, is most reluctant. to part with any part of his ownership. 
He might later when it gets to be an intermediate company and he 
wants it to become'a great big company, but at this stage it is a small 
company and is wanting to move ahead. It has a product or new in- 
vention which has proved suécessful, but the owner does not have the 
money for the necessary expansion, or perhaps new plant and new 
machinery and equipment.’ Perhaps he has himself pretty well in 

‘debt at the bank for short-term credit and needs to refinance it on a 

longer term basis. 

He wants to finance a mortgage or get out some bonds of a 10 or 15 
or 20 or 25 year;maturity in order to give him the new capital to turn 
around with and make.the expansion that he feels is necessary. 

I will agree with you there.are instances.even in small companies 
where he is willing to part with some of his equity in order to get 
this capital. In fact, we have had testimony of actual companies, 
one rather striking one in the State of Arkansas, where that did occur 
and where the capital just was not available. 
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I wonder what makes you say that you do not think we ought to 
ermit these new agencies, which would be financed in part with 
itera) funds, to make long-term loans? 

Mr. McCormick. I think you already have a satisfactory agency 
for that. 

Senator Crark. What is that? 

Mr. McCormick. Your Small Business Administration. 

Senator CLark. Let me point out to you about SBA. First, 10 
years is the limit on any loan which they can make. 

Mr. McCormick. Might I suggest that you make it longer if it is 
a question of loans, but leave it in SBA. 

Senator Ciark. ‘The thought there is—and I think you expressed it 
yourself, did you not, or per rhaps it was one of the other witnesses— 
that there is a very real difference between the investment banking 
function and the commercial banking function. Some of us on the 
committee, including myself, have felt that SBA quite properly is 
dominated by commercial banking thinking. They are not interested 
in getting into long-term investments. Even such a thing as a con- 
vertible debenture would seem to them to be rather a shocking ex- 
tension of credit. 

Also, the SBA philosophy is that no money should be available 
unless the small-business concern has totally failed to get wore credit 
esewhere. Of course, the philosophy behind that is you do not want 
the Federal Government competing with private business. But I 
would suggest—and I want to get your comments on it—that what 
we are dealing with here is a capital bank, and a capital bank ought 
to be able to make or to help finance a long-term loan, or preferred 
stock, or convertible debentures, or common stock, as the needs of 
the particular business may require. 

Mr. McCormick. I still think if their thinking—and I am not too 
familiar with the actual operations of the SBA—but if their thinking 
is limited to short-term loans, make that a capital loan proposition 
by expanding their authority and also maybe changing personnel if 
that is necessary. However, I think we should now direct ourselves 
to a more, I think, pressing sroblem. 

This partic ular thesis of not putting yourself in debt up to your 
ears applies to big as well as stall business. I have remarked in my 
travels around the countr y that one of my main functions is to expand 
the attractivenss of equity purchases, because I think big business is 
borrowing too much. The comment has been made that little business 
does not want equity partners. Well, that is too bad. If he wants 
to win with heads and you lose with tails, that is too bad. In other 
words, he is in a risky situation and he has to take in partners. If 
his situation were so good the commercial. bankers would lend his 
money and so would the Small Business Administration. So it is a 
risky situation and he is asking people to take a calculated risk, and 
he must take in partners. 

How long are you going to take the position that if it is successful 
you get back your investment; if it loses, you lose your investment. 
If it is successful you should participate in the fruits and profits. 

Senator CLark. Let me approach your thinking the other way. I 
want to test it. I think you will agree with me, would you not, that 
the investment banking profession—and let us call it that, and I think 
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it is—in New York City is equally interested in underwriting long- 
term debt and in underwriting common and preferred stock. 

Mr. McCormick. No questions about it. 

Senator Cuark. Why should we not make the same distinction with 
respect to governmental assistance to small business, which we agree 
is not forthcoming from private industry, as your statement makes 
very clear indeed. Why should we not make the same distinction with 
respect to governmental help that is made in private industry! The 
distinction between the commercial bankers and the investment 
bankers ¢ 

Mr. McCormick. Well, if I buy a bond I lend money. 

Senator Cuark. That is right. 

Mr. McCormick. If I buy a common stock I make an investment. 

Senator Ciark. That is right. 

Mr. McCormick. I have geared all of my testimony to what I be- 
lieve is a very important need, that is, the providing of equity capital. 
I think by proper revision you can handle the debt angle through 
whatever organization you now have. I direct myself entirely to the 
point that this security will not be attractive, and I think it should 
be attractive, to the investment business. I say it will not be attrac- 
tive unless they g get the benefits of the good ones, and that will be done 
only if there is an equity situation from | the word go. 

I think if your committee inquired in the right places you would 
find example after example in the last 10 years | ; where an investment 
of $1 is, today, on an equity basis worth $10 or $20. That will carry 
five duds at le: ast, and it is the diversific: ation that comes from an 
equity type of fund that I think you. must give full consideration to. 

Senator Ciark. I understand all of that and I think we are going 
to. We have had a great deal of testimony here from both commercial 
and investment bankers, and until you hit us with your quite refresh- 
ing point of view it was pretty near ly agreed, I think, that there should 
be the same distinction in the governmental setup that there is in the 
private setup. On the one hand there is ‘the commercial banking 
function, which would be governed by SBA, and on the other hand 
the investment banking function, which included long-term debt as 
well as equity securities; and that type of service ought to be available 
to small business just as it is to big business. 

As I understand you, you say “No.” You want the long-term debt 
situation handled by the commercial banker, and I poimt out we 
divorced that function by legislation back in the 1930’s. Whether 
wisely or not, is, of course, a matter of opinion. 

Mr. McCormick. Of course, the Government now gives long-term 
loans. 

Senator CrarKk. Not to small business. 

Mr. McCormick. No. Not:to small business. Why does that have 
to be in effect enmeshed in this new approach? Why is it not en- 
meshed with the short term? It seems to me far more logical if you 
are approaching a lendable situation that it should be in the agency 
now making loans instead of in a new agency or a corporation. I do 
not believe you need an agency whose primary motive is the growth 
prospect of the situation. 

Senator CiarK. I do not think we want to get into semantics, you 
and I. 

Mr. McCormick. No. 
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Senator CiarK. I think you asked a question and, fortunately, I sit 
on this side of the table and I do not have to try to answer it, because 
Iam not at all sure I could. 

Mr. McCormick. I once sat on the other side in the SEC. 

Senator Ciarx. I do not want to detain you much longer because we 
have another witness, but I would like to ask you this final question so 
you can bring your thoughts together and we can have in one place 


your terse answer to what is bothering me and some other members 
of the committee, which is this: 

Why, Mr. McCormick, do you think it inappropriate for the agency 
or the corporation which new legislation would create, to help small 
business. Why do you think it inappropriate for that agency to have 
the power to make long-term loans? 

Mr. McCormick. In the first place, I do not think that is the press- 
ing need of small business. Many disagree with me. In the second 
place, I envisage that this fund will be entirely owned by the American 

ublic. I think that will not happen unless it can be an attractive 
investment. I do not believe that it will prove sufficiently attractive 
if you combine the long-term banking function with the equity invest- 
ment function. 

Senator Crarx. I think that states your position very clearly. One 
more question. As the former chairman of the SEC I wonder how 

ou feel about exempting this new agency from the provisions of the 
A ccatment Company Act? 

Mr. McCormick. I do not think it is necessary to exempt it either 
from the Securities Act. As a matter of fact, when I was with the 
Commission I fought the idea of exempting the International Bank, 
and I think that view prevailed and still prevails. Things of this sort 
can be gigantic, and if this is as successful as it should be it will be 
gigantic. If you buy an interest in this corporation you should have 
the information before you. 

There are certain provisions, and I cannot pinpoint them, of the 
Investment Company Act that could possibly slow down the indi- 
vidual investments made by the corporation. I think a special sec- 
tion that would exempt a corporation of this type from only certain 
of the provisions—there are very fine provisions in the Investment 
Company Act which prevail, like dealing with yourself, and things 
of that sort. There are many of those provisions. 

Senator Crark. How about the debt-ratio provision ? 

Mr. McCormick. Of course, if you take my view of it you would 
have no problem because there would be no debt. 

Senator Ciark. Let us make the basic and perhaps erroneous as- 
sumption we are not going to take your view. 

Mr. McCormick. I would leave it in then. I would certainly leave 
the limitation in if you are going to allow it. 

Senator Crark. Thank you very much. We appreciate your re- 
freshing and frank testimony. 

Professor Schweiger, will you come forward and give us the bene- 
fit of your testimony, please. We are very happy to have you here, 
Professor Schweiger. I see you have a relatively short prepared 
statement. Perhaps we could get forward more promptly if you 
read it to us and if you do not mind, maybe I will interrupt if there 
are any clarifying questions that arise. 
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STATEMENT OF IRVING SCHWEIGER, ASSOCIATE PROFESSOR, 
SCHOOL OF BUSINESS, UNIVERSITY OF CHICAGO, CHICAGO, 
ILL. 


Mr. Scuwetcer. Certainly. At any point. In first studying the 
small business problem I have just been surprised by the strength 
and ‘the soundness that small business as a group has demonstrated 
in the postwar period, which has generally been a period of pros- 
perous postwar conditions. But the question is how should we pro- 
ceed from this point in trying to assist small business in desirable 
ways. 

Senator Cuark. Professor, I wonder if you would mind in just 
one short paragraph putting into the record your background and 
expertise in this field. 

Mr. Scuweicer. Surely. I am currently associate professor of 
marketing at the University of Chicago and the editor of the Journal 
of Business of the Univ ersity of C hicago. I also am economist and 
statistician for Elrich & Lavidge, a marketing consultant and plan- 
ning firm located in Chicago. This firm has as clients many small 
businesses as well as large and medium-sized businesses. I prepared 
one of the Federal Reserve studies on the small-business question. 

To get back to the point I was making, I want to add another para- 
gr aph | or so of statement and then I will get into reading this. That 
is, What is the best way of assisting sm: all business. At this point 
I say we just do not know enough. 

You raised the question before with Mr. McCormick as to what 
should be done with a successful business that has grown but that 
now needs a large sum of money to make a long-term investment. 
One basic question with me would be how many such firms are there 
in the country?) How much in the way of money do they need? If 
there were only five such firms it may be unnecessary to set up a cap- 
ital bank with $1 billion of assets. If there are 1 million such firms 
$1 billion would be wholly inadequate. 

Senator CiarKk. Are you saying perhaps we ought to wait for the 
third part of the Federal Reserve study ? 

Mr. Scuwetcer. I think before any major move is made that the 

results of that study should be avail able. 

Senator Cuark. What is your own view as to whether the Mac- 
millan gap exists in this country to any extent ? 

Mr. Scuwercer. I have a small statement in this prepared paper 
which touches on the British. In general I say it is very difficult to 
know to what extent the British experience is really relevant to our 
particular question. Now if I can I will get to reading this short 
statement. 

Senator Cuark. All right. 

Mr. Scuweicer. It is a basic rule of science that measurement is 
essential for knowledge. Yet in attempting to understand small 
business financing, we Jack or have not fully developed some of the 
most fundamental measurements. Such lack of needed measurement 
is especially dangerous in a dynamic and rapidly changing economy, 
because there is a tendency to fill the vacuum with prec onceptions, or 
to hold to beliefs that may have become obsolescent, or to use analogies 
that may be inappropriate. 
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Take the case of equity funds. It is widely believed that small 
business has been seriously hurt for lack of equity funds. Yet there 
is evidence that very substantial sums have been invested in small 
businesses in the postwar period. At least $6 billion in equity funds 
were initially invested in 1 million new businesses added to the business 
population from 1946 to 1956. 

Senator CLiark. How do you get those figures ¢ 

Mr. Scuwercer. That is on “the basis ‘of some Commerce surveys 
which found the amounts of money invested in new businesses and in 
new trade companies and new manuf: icturing companies and, taking 
those average figures and multiplying them by the total number of 
new firms added to the business et or 

Senator CirarK. Do you think those figures are conservative ¢ 

Mr. Scuweicer. I think they are very conservative. 

In addition to the initial investments, a Commerce Department sur- 
vey found that established small- and medium-sized businesses ob- 
tained at least as large a proportion of external funds in equity form 
as did large corporations in comparable industries. It can be esti- 
mated that small business as a group obtained at least as much equity 
funds in the postwar per iod as did all large corporations in nontegu- 
lated industries. 

Senator CiarK. What do you mean by that? You exclude, I as- 
sume, public utilities ? 

Mr. Scuwetcer. Public utilities, transportation and communication. 

The relative sufficiency of equity funds invested in small business is 
also indicated by the finding of a survey of venture capital investment 
that— 


* * * private channels may be diverting at least as much capital into (small 
business) venturing as is justified by the test of comparative earnings net of 
losses. 


Senator CLark. Who made that study ? 

Mr. Scuweicrr. That was in one of the Federal Reserve studies. 
There were three authors, and the only name I remember is Roland 
Robinson. 

Senator Ciark. This study is in the Federal Reserve report ? 

Mr. Scuwercer. That. is right. It is a quotation from page 537 
of this committee’s c ompilation: of those studies. 

The very common misconception that small business has been starved 
for equity funds while large corporations have obtained nearly all the 
ee that were available has resulted in part from the faulty statistics 

yailable. Nearly all of the equity funds obtained by small .business 
came through informal channels and did not flow through organized 
capital markets. They were therefore difficult to detect. On the 
other hand, funds obtained by large cor porations were easy to measure 
because they did pass through organized markets for which statistical 
series are available. 

Unless data are obtained which provide a better measure than is 
now available for any equity problems of small business, it would be 
extremely difficult to prescribe appropriate remedies. 

Senator CLark. Excuse me if I interrupt briefly at that point. 

Mr. Scuweicer. Surely. 

Senator CLarK. Sometimes it is so hard to know which comes first, 
the chicken or the egg. 
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On the first page of your statement, down near the bottom, you 
point out in the last sentence: 


The relative sufficiency of equity funds invested in small business is also 
indicated by the finding of a survey * * * 


concluding that— 


private channels may be diverting at least as much capital into (small businesg) 
venturing as is justified by the test of comparative earnings net of losses, 

Maybe one reason for that is that small business cannot get the 
capital from which the earnings would arise to create the measure 
which you have used in drawing the conclusion that small business is 
getting as much capital as it deserves. 

Mr. Scuweicer. The basis for that statement is the finding by the 
people that surveyed the venturers or the investors, who are a group 
of very sophisticated people who selected only the best investment 
opportunities, and found that taking the losses as well as the gains into 
effect on average they did not do much better than they could have 
done by not investing in these supposedly highly touted small busi- 
nesses at all. 

Senator Crarx. Are you sufficiently satisfied with the statistical 
data available to have some confidence in the conclusions which you 
draw from them? 

Mr. Scuwetcer. I think that the data are sufficiently good to indi- 
cate that there is no very substantial equity gap for small business. 

Senator Crark: You ‘see, the other approach which many other 
witnesses before this committee have taken is to attempt through 
empathy to put themselves in the position of a small businessman, and 
to analyze the obstacles which stand in his way in getting needed 
capital. They make a pretty formidable case which I think would 
have been the common experience of almost all of us. Maybe that is 
too. empirical. a test, but whether you approach it from a statistical 
analysis basis or not, I would at least raise an eyebrow as to whether 
you have enough basic data to justify any very firm conclusion. 

I would agree with you that perhaps you cast some doubt, and 
when you cast some doubt, if you are of a conservative frame of mind 
you say, “et us not do anything to rock the boat.” There is another 
school of thought that says, “You cannot take a chance and not do any- 
thing, so let’s do something and get the show back on the road.” 

I suspect our philosophical makeup has some connection with what 
we come out of the small business study with, as well as the recession. 

Mr. Scuwetcer. I agree with what you said, Senator, about their 
not being absolutely certain as to what conclusions to draw on this, 
but I think the statistical evidence is sufficiently good to raise sufficient 
doubt that it urges you should not rush ahead and make a bad invest- 
ment in a capital bank. 

Senator CrarKk. I think you would agree, would you not, that at 
least to some extent that must be a question of judgment ? 

Mr. Scuweicer. Well, judement is always involved. . Statistics are 
only an aid to judgment. You must have to try to draw conclusions 
and use your judement on the basis of statistics and empathy, and 
whatever other.aids to judgment there are. 

Senator CrarK. But this is not geometrically demonstrable, is it! 
Mr. Scrrwetcer.' No, sir; it is not. 
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Unless data are obtained which provide a better measure than is 
now available of any equity problems of small business, it would be 
extremely difficult to prescribe appropriate remedies. There are some 
who say that British experience with a sponsored capital bank for 
small business provides a sufficient guide to what should be done in this 
country. While the British experience is illuminating, it would be 
folly to take an institution appropriate to its social and economic 
environment and try to place it in ours. The needs of the British 
economy are quite different from ours. For example, they do not 
have the same broad distribution of wealth that we do which can 
provide funds for business investment at nearly all social levels. . They 
have far more of a “rentier” philosophy of not taking investment 
risks ; there is considerably less business competition and far less social 
mobility. All of these factors create a different environment in our 
country which is more conducive to private investment in small 
business. 

This is not to say that there is no equity problem for small business 
in the United States, but to point out that certain widely held beliefs 
concerning the nature of the problem are not founded in fact, and until 
we find out more about what are really the problems, little confidence 
can be placed in any solution. Different solutions would be required, 
for example, for a general shortage of equity funds than for a maldis- 
tribution of funds by area. Restrictions on fast-growing companies 
would require different treatment than where the pinch was felt by 
average or below average companies. 

Senator CrarK. Professor Schweiger, have you made any study of 
what has been done in other countries which have a free-enterprise 
system, or at least a modified one, with respect to this problem? You 
commented on the British experience, and I know there is'a lot of data 
around. In fact, I have seen some of it indicating it was done in 
Switzerland, and Sweden, and France, and some of the Low Countries. 
Have you made any attempt to study those? 

Mr. Scuweicer. I am sorry. I am not sufficiently familiar with 
them. 

Similarly, in the field of loan funds, not enough is known to deter- 
mine the magnitude of specific inadequacies with respect to small 
business. The widespread misconception that the means and sources 
of credit are becoming more limited to small business all the time is 
just not supported by available facts. 

Senator Crarx. Would you not agree, that the current tendency 
toward mergers and the growth of investment institutions such as 
insurance companies and pension funds and the like, whose capital is 
not available and should not be available for investment in small 
business—— 

Mr. Scuwetcer. Sir, do you mean equity or loan funds? 

Senator Ciark. I mean really small business. 

Mr. Scuweicer.. In equity investment ? 

Senator Crark. Both equity and loan funds. Of course to a 
oo extent there is a need for equity than loan funds, but also loan 
unds, which need cannot be met by insurance companies and even 
investment trusts. 

Would you not agree there is a tendency for small business to occupy 
a smaller and smaller place inthe total economy, and that the overall 
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failure rate of small business has been increasing during the last 5 or 10 
years to a perceptible degree, so that we are getting a greater and 
greater concentration of wealth in the hands of large corporations ? 
Mr. Scuwetcer. Sir, I just do not have any. evidence that indicates 
that there is any increase in concentration. From what studies I 
have made in the small business field I have fourid that they have been 
very successful as a group. Their rate of return on net investment 


‘has been at least as high in the postwar period. “This is on small man- 


ufacturihg corporations. _And so far as unincorporated businessmen 


are concerned, their iricomes have advanced over the postwar period. 


considerably faster than that of the general population. 

‘For small business as a group they have added .to their debt at a 
greater rate percentagewise than has large business, so that.I do not 
see any réal evidence of the fact that small business is |: aggine behind. 

Senator Crark. This is perhaps an-unfair question, ° ‘and if it is ‘I 
' know you will so indicate, but to what do you attribute the very heavy 


pressures on the Congress for legislation to help sinall business, if small- 


busiriess is As healthy as you indicate if is? . 

Mr. ScHWEIGER. Well, small business is an extrethely heterogenéou’s 
group,. There is something like’4 million small businesses. and it: is 
a.group which is fluctuating in composition constantly. “Each year 
theré are several hundred thousand firms leaving the field and there 
are several hundred thousand firms entering the field. 


Small businesses terid to: be very specific. They are in particular 


markets. They produce partictlar products so that at any time, as 
particular product opportunities disappear and are used up,.the busi- 
_hess that lived on that tends to go out of business. But. at the same 
time in an expanding and dynamic economy there are many new 
opportunities opening up for other new small businesses. 

So I think at the same.time you can: have many thousands of small 
businesses failing and many more thousands. of small businesses 

opening up and prospering. 

When I-have been talking about small business it has been as a 
group... This problem of trying to know what is happening to small 
business as'a group is one reason why I think it is possible for Congress 
to hear from the thousands of small firms that may be pinched and to 
hear nothing at all from the other thousands that are doing very well. 
That is why some such representative study of small business as a 
group, such as the Federal Reserve study, should be.extremely valuable 
in providing information for the group as a whole. 

Senator CrarK.’ Of course. it. has: already been very valuable. We 
had Mr. Martin here, who gave us very valuable testimony. -I do not 
- think I am overstating his position to. say that he disagreed with you 
and felt that there was a substantial gap—he could not tell how big 
it. was—between the availability of long-term credit and equity capital 
for smal] business as‘a group, and the need. 

Therefore—and again I do not warit to overstate. his position—but 
he came awfully close to endorsing S. 3651, which is the bill prepared 
by the staff of ‘this committee with the assistance of the Federal 
Reserve staff. I do not’ mean to say that Mr. Martin is necessarily 
right, but, after ally he is the chairman of the group that headed the 
study and Iam making this comment really only to give you an oppor- 
tunity ss one of the participants in. the study to give us very fully the 
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reasons why you disagree with the chairman of the Federal Reserve 
Board. 

Mr. Scuwetcer. I do not know that I am really in disagreement. 
What I am saying in effect is that the evidence I haye looked at indi- 
cates there is not any very real and substantial gap; and, until you 
know just how large the gap may be it would not be wise to proceed. 

I think there. is somie evidence also that has not been mentioned so 
far, to indicate that the demand: for long-term loan:funds may not be 
very large either. The development corporations that exist’ in~the 
several States are-usually permitted to lend. up to 10 years, and some 
of them ‘up to 20 years, and yet-the loans that they have actually made 
have typically been for far shorter periods. They’ have not felt any 
very pressing demand for the very long-term funds.’ - : 

‘Senator Ciark. Again you. get into the problem of which comes 
first, the chicken’ or the egg.. By and large those development com- *: 
panies have been controlled. by comniercial bankers ‘who ‘were: pretty 
conservative in-their makeup and who; I think, gerierally: speaking, | 
.were helping to fill the short- and intermediate-credit requirements of 
smal] businesses. They recoiled with.some horror at the implication .: 
of making either a.longer term.loan or equity investment: ' 

That is not ala: ays the case,of course. We have a pretty voluminous 
record. before this subcommittee. already as to just what those State 
development. companies, are doing. I would hazard the empirical 
statement that by and large the people controlling them were thinkin 
_in terms of short-term credit and that may very well have: inhibite 
them from making loans of an:equity or long-term-credit nature. 

I am just raising an eyebrow as to how valid your conclusions are. 
I am sure you do not mind, because it makes your testimony more 
valuable to the other members of the committee who unfortunately 
could not be here. 

Mr. Scuweicer. No. I am welcoming it.’ .Thank. you.’. Unincor- 
porated ‘nonfarm businesses increased their debt to corporations by 
$34 billion, or more than 600 percent from 1946 to 1956, and small 
manufacturing corporations. increased their debt by about $4 billion. 
If the debts of small corporations in other industries were.added to 
those of the first 2 groups, the increase in debt ‘of small businesses to 
large-corporations amounted. to over $40 billion ‘from 1946 to 1956. 
This huge increase was.at least as, large in absolute aitiount as ‘the rise 
in debt. for all large corporations in “comparable industries and ..was 
considérably greater percent Agewise. 

Not only: did small business increase its outstanding debt. greatly 
in the postwar period but it did so on_progressively longer terins and 
at. interest rates that deviated Jess: and less from those of large 
corporations. In 1946, for example, term loans’ represented only | 22 
percent. of the business loans atbanks of firms with assets ‘of less 
than’ $250,000. 

Senator Crarx. How do you define term loans? 

Mr. SerweiGer. One year or longer. 

Senator Crark. One-year or longer ? 

Mr: Scuwercer. Yes, sir. In 1955, this proportion had risen to ° 
32 percent, and in 1957 to 39 percent. Long-term credit from nonbank 
sources expanded even more rapidly and, in the case of small manu-: 
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facturing corporations, was more than 3 times the volume. of long- 
term bank credit at the end of 1957. 

Senator CrarKk. If you took my point of view rather than yours, 
that would establish an existing need, would it not? There is obvi- 
ously a great need for long-term debt, or else these figures would not 
represent the situation. | 

Mr. Scnwetcer. Well, from what true data are available, it can be 
estimated that the average term of the long-term bank debt has been 
about 4 to 414 years; and for.the nonbank long-term debt is currently 
around 81% years. . 

Senator CrarKk.. What I mean is, this huge increase which vou point 
out, clearly demonstrates the need for long-term debt by small business; 

Mr. Scuwetcrer. I think it demonstrates the need for debt on par- 
ticular terms and possibly in the particular amounts, but what it does 
not demonstrate is that there is any substantial unmet. need. 

Senator Crarxk. True, but you see, it depends on which wav you look 
at it. The fact that there has been this great increase would certainly 
indicate that there is a need for this kind of indebtedness. To what 
extent that need is being met I would ask you the question: How do 
you know? You say the lesitimate needs are being met because there 
has been a big increase, but T could readily say that this merely demon- 
strates that there is ‘a very real need, a large part of which perhaps is 
not: being met. 

_ Mr. Scrwercer. Yes. It it. conjectural. It can be interpreted, in 
either. way. 

Senator Crark. That is all I want to point out. 

Mr. Scuwetcer. Where loan ‘funds have been made available to 
small business in such huge quantity, even in 1956. and 1957; and on 
prooressively longer terms. it is suevestive that there is no general 
problem of credit scarcity for small business. Any credit problems 
would probably be specific in nafure and possibly localized in area. 

Senator Crark. I guéss we aoree the word “suggestive” is right and 
even vou would not say “conclusive.” 

Mr. Scnwetarr. Absolutely. Here, also, more information is needed 
than is currently available in order to. locate and measure the macni- 
tude of nroblem areas. This is not surprising inasmuch as there has 
been relatively little research into these auestions in the postwar 
period. However, much of the missing information that is necessary 
for a determination of the problem areas and the apnronriate solu- 
tions should he provided by a properly conducted probability study 
of smal]-business men, such as the one that the Federal Reserve System 
is now developing. : 

Senator Crark. Thank you verv much, Professor. Your testimony 
has been very helpful to tis and T am sure it will be read with great 
interest by the other members. 

Mr.. Scuwricrr. If I can make this one additional comment that 
occurred to me while listening to.the auestions and answers this morn- 
ing: That is, it is generally recognized that management assistance is 
one of the most imnortant aids that can be given to small business, and 
that these can well be given in coniunction with financial assistance. 
This would areue for not fragmentizing too much any loan or equity 
corporations that are set up, because if you set.up 100 separate corpora- 
tions around the country, the volume of operations of each such 
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corporation will be so small that they-will not be able to afford to hire 
experts necessary to provide the necessary management assistance. 

’ Tn addition, it will make the portfolio of each such small company 
so limited that it may tend to make each one unduly conseryative be- 
cause each individual loan or investment will bulk so large’in its total 
portfolio that it will try to lean over backward to make each ‘one 
succeed. 

Senator:Crark. | think that is an excellent point, and I take it you 
would agree with-the otler witnesses that management knowhow and 
ability is in'short supply. 

Mr. Scuweicer. Yes; it certainly is. 

Seantor Ciark. As indeed are all brains in the world today. 

Mr: Scuweticer.. Yes. 

Senator Cirark. Thank you very much, Professor. 

Mr. Scuweicer. Thank you. 

Senator Ciark. I would like the record to show that. we have had 
with us during the session of the committee this morning, Mr. William 
Durrwachter, who has: been designated. by the Williamsport High 
School as a representative student in civié leadership to represent that 
body in the student government day program, and to hold the position 
of United States Senator from. Pennsylvania for this occasion. 

L have been happy to have Mr. Durrwachter here pulling the strings 
for the legally elected junior Senator from Pennsylvania this morn- 
ing, and I would like the record to note that he has been a very able 
representative of his State in the conduct of the affairs of this sub- 
committee. 

The subcommittee will stand in recess until tomorrow morning at 10 
o'clock when we will hear.a number of witnesses on the bills before the 
subcommittee.’ We hope very much to conclude the hearings of the 
subcommittee tomorrow and to meet in executive session next week in 
order to determine what action the subcommittee will recommend to 
the full committee. 

(Whereupon, at 11:55 a. m., the subcommittee recessed until 10 


a. m., the following day, Friday, May 2, 1958.) 
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FRIDAY, MAY 2, 1958 


Unitep Srates SENATE; 
CoMMITTEE ON BANKING.AND CURRENCY, 
SUBCOMMITTEE ON SMALL BusINEss, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate 
Office Building, at 10: 05 a. m:, Senator Joseph S. Clark, chairman 
of the subcommittee, presiding. 

Present : Senators Clark, Robertson, and Proxmire. 

Senator CLark. The subcommittee will be in.session. 

Before we call our first witness I have for the'record a'statement 
from Senator Lyndon B. Johnson of Texas. It, will go in the record 
at this point. 


(The statement referred to follows :) 


STATEMEN?T OF LYNDON B. JOHNSON, A. UNITED STATES. SENATOR FROM THE STATE’ * 
or TEXAS! bar 


Mr. CHAIRMAN : Your subcommittee has under consideration several extremely 
important bills dealing with a crucial problem’: the preservation and strengthen- 
ing. of American small business and, thereby, of free competitive enterprise. 

Specifically, you are addressing yourselves to the question‘of providing long- 
term loan money and equity capital: for small business. You have received ample 
testimony on this .problem; you kiiow that. while small-business men can 
normally find short-term credit from private sources or from the Small Business 
Administration, the basic difficulty of- dssuring long-term and equity financing 
has not been met. And ‘in 4 tough competitive world, whére until: very recently 

“credit was severely restricted by Government action, the absence of this kind of 
financing can méan business failure.. In the first quarter of 1958, the rate of 
business failures hit a 19-year high. 

Every failure was an economic drain‘on our country.and a ‘sensei drain 
which we can ill afford. Every small-business man who. becomes an ex-business- 
man adds just that much to a feeling of hopelessness. He also adds to the-rolicall 
of those who compete for jobs in an ever-shrinking market. 

I think we in Congress should do Something about this problem. I think we 
ean do .something. 

I do not presume’ to say what the legislative approach to it should be, line by. 
line and page by page. I have introduced two pills: S. 3191, of which I am 
sole sponsor, and S. 3651, on which the chairman of this distinguished subcom- 
mittee, and Senators Fulbright,. Sparkman; Proxmire, Hill, O'Mahoney, Hum- 
phrey, Beall, Case of New Jersey, Payne, and Stennis are joined with me 
as cosponsors. 

While there are many similarities betwéen the two bills—and their funda- 
mental purpose is identical—they do set up different mechanisms for achieving 
their ends... I should like to make it clear that, I am wedded to. neither method: 
My purpose in introducing the bills was to place them before the subcommittee, 
in order.that you might have the opportunity to examine them along with other 
legislation directed toward ‘this problem, and to report out the bill best suited to 
answer our responsibility in this field: 

S. 3191 grew out of a.series' of hearings held ly my friend, ‘Congressman 
Wright Patman, last fall: It looks to the.creation of ‘a: Small’ Business Capital 
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Bank System, organized with a branch bank in each Federal Reserve district, 
, Under these branch banks, small-business investment associations will be formed 
to serve the equity capital and long- term loan requirements of small business ‘in 
their areas. 

There is a’specific prohibition in S. 3191 against making this capital available 

, where private sources can Supply it instead. The need for the bill, as I have said, 
lies in the fact that,this kind of financing is not now sufficiently available from 
private’ sources. . In the testimony of Mr. William F. Kelly, a private banker 
speaking for the credit policy commission.of the American Bankers Association— 

“The (private) banks * * * are not'set up, they are not capitalized, they are 
not organized for the purpose of providing equity capital, and they are certainly 
not organized for the purpose ‘of providing long-term loans.” 

There .are two: features of' this System I should. like to’ point out. to the 
committee., One is that it. will not require a legislative appropriation ;,its initial 
capital would come from section 13 (b), funds of the Federal Reserve System and 
from Reserve surplus funds. 

Secondly, it anticipites eventual priv ate ownership of the banks and associ- 
ations, in the same manner as the Federal land-bank system is: now privately 
owned. This is achieved ‘through the requirement that borrowers take shares of 
stock in the banks and associations.as a condition of receiving funds. 

Many: of the principles embodied in S. 3191 are included ‘in S. 3651.:* But in 
the latter bill, provision,is made for a Small Business Investment Administration, 
instead of'a capital Bank System,,as the. agency through which long-term loans 
and equity capital would be made available to small business. 

The Small Business Investment Administration is authorized to borrow a 
‘ total of $250 million from the Treasury, and td-make loans to and invest in small. 
businéss investment conipanies. These comyianies, formed by five or more persons 
subject to the Administration’s approval, must have $500,000 paid-in capital and 
surplus before they commence business—$250,000 of which may. be invested by 
the SBIA. 

The investment companies provide. equity capital through the purchase of 
convertible debenture borids issued by small businesses. In the same w ay as is 
provided by. S: 3191, the small business receiving such equity capital must purchase 
stock.in the investment ‘companies in an amount ranging from 2 to 5 percent of 
the funds received. 

Under both bills, loans‘ may' be made to State and local development companies 
where those ‘companies ‘stipulate that,the funds will be used to provide equity 
‘capital fof small businesses. 

Mr. Chairman; I command these bills to you with the hope that one of them, 
or another of the bills you are considering now as a response to one of the most 
serious problems small businéss is facing today, will be reported favorably by 
your subcommittee to the full ‘committee, and thence to the Senate. I have the 
utmost confidence, that you will answer to your, responsibilities in this matter 
and ‘will present to the Senate carefully drawn and vigorous legislation by which 
competitive enterprise may be efféctively served. 


Senator CiarK. Also, we hayeéa letter from Senator Thye, regretting 
his inability to be present to testify in-person and enclosing a statement 
of his views.’ ‘They will go into the record. 

(The letter-and statement referred to follow :) 


Unitep States SENATE, 
SeL_ect CoMMITTEE ON SMALL BUSINESS, 
Washington, D. C., May 2, 1958. 
Hon. Josern S. CLARK, 
Chairman, Small Business Subcommittee, 
Banking and Currency Committee, 
United States Senate, Washington, D.C. 


Dear Senator CrarK: Enclosed is a statement which I have prepared for 
inclusion in your subcommittee hearings on proposals to provide long-term equity 
capital financing for small business. 

-I regret that’I am unable 'to appear before your subcommittee in person, but 
I hope that you: will have my statement.-printed in the hearings report. 

My kindest regards. 

Sincerely yours, 
Epwarp J. THYE, 
United States Senator. 
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STATEMENT OF Epw arp J. THYE, A UNITED STATES SENATOR FROM |THE: STATE OF 
MINNESOTA 


Mr. Chairman, committee members, you have before you at thé present time 
several proposals. to supply necessary equity funds for financing the continued 
growth and development of this country’s: small businesses.. One of these pro- 
’ posals is S. 3648, the Small Business ‘Capital Act of 1958, which I offered with 
seven other Senators.’ I wish to direct my remarks brief” to the need for this 
kind of legislation and the form it should take. 

We. who have labored on the: Small Business Committee for the past few years 
have long been aware of the capital needs of small concerns. * During our recent 
tax study, which took committee members into all parts of our country, tax 
problems could not be separated from problems of finanting by the witnesses 
‘who appeared. "We have offered our tax recommendations based on that study, 
but we would be remiss not to recalh the testimony, taken in that series of-heatings 
which established a definite credit gap in supplying the long-terni capital needs 
’ of small business. This gap-has been further documented by the. detailed-report 
which the Federal Reserve System presented to this. subcommittee last week. 

I first wish to make clear that some system for providing long-term financing 
for small business is urgently needed: I am.prepared to actively support any 
reasonable bill recommended by this committee which will accomplish the stated 
purpose. Only ‘secondarily am I concerned with the form which may be estab- 
” lished. to do the’ job. 

The bills which are presently before you propose several systems to administer 
this long-term equity financing. program. I wish to state. for this cOmmittee 
why I believe S. 3643 provides the most efficient machinery to perform ‘this 
function. : 

In my opinion most of the other proposals suffer from ‘one major defect. They 
would establish a new and independent agency with its own. regional offices 
paralleling and'in many respects duplicating the Small Business Administration. 
It would pose a difficult question of definition and division of responsibility and 
function between the new agency and ‘the Small Business Administration which 
would resilt in competition between, these agencies. 

There is no-such clear-cut distinction between equity: capital assistance and 
lending assistance as is contemplated in the,committee bill. .This is recognized 
in the comuiittee bill itself, which creates the Small Business Policy Board on 
which the Administrator of the Small Business Administration shall sit. One 
year out of two the Small Business Administrator would be the,.C hiarman and 
the other year the, Small: Business Investmént, Admihistrator would’ be the 
Chairman. 

I am intimately familiar, being the sponsor of the bill which created the Small ' 
Business Administration, with its. problems. over the last few years. I have seen 
how difficult it is to establish an efficient Government agency. The Small Business 
Administration hdd a windfall in inheriting the trained financial specialists of 
the RFC. After this pool was exhausted, it was confronted with the somewhat 
arduous task of recruiting.new financial people. Where, would competent: per- 
sonnel be found with adequate financial experience to administer this new pro- 
gram except in the Small Business Administration itself? 

Does this new: bill possibly contemplate that the new competing agency would 
drain off the experienced ‘personnel of the Small Business Administration? Does 
the bill contemplate that the most experienced, and what has proven to be the 
soundest program, to be sure, which has been administered over a peried of 4% 
years be incapacitated. in order.to staff a program which even its.sponsors admit 
is still in the experimental stage? If the committee bill ‘should be enacted, we 
would have to reconcile ourselves to.a prospect of a disabled Small. Business 
Administration. I see no purpose in sacrificing an existing govermental agency 
merely for the creation of another. 

The SBA itself has acquired intimate familiarity with the equity capital needs 
of the small business in the operation of its lending program. ‘In considering 
loan applications, an examination is made by the trained examiners of sufficiency 
or insufficiency of equitable capital. A listing is made of those cases,where addi- 
tional equity capital is required:. I would also like to call.to your attention:that 
the Small Business Administration has been concerning itself within the’ past 
few years.with ways and means of promoting more equity capital for small busi- 
ness. In conjunction with the Investment Bankérs Association of, America, it has 
discussed the problem and the IBA has formed a.small business conimittee. Meet- 
ings have been held with the SBA, SEC, and members: of the private business 
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world, both businessmen and investment bankers. The SBA has backed legis- 
lation to loosen the requirements in the Securities Act of 1938 so that it will be 
possible for small businesses to float securities and comply with registration 
requirements with less cost. 

One of the basic differences between my bill and other proposals lies in the 
character of, aid provided to small-business investment associations. In S. 3648, 
as well as in the other measures, the Government has power to make loans 
evidenced by debentures of small-business associations. Some bills: however, 
attempt to facilitate the establishment. of small-business investment companies 
in which the Government invests its stock in the companies in the amount not 
more ‘than $250,000.. ‘I submit that the soundest opinion of experts in the field 
of private investment companies is that if there is lack of sufficient interest 
in.a small-business investment association so that it cannot ‘obtain its basie 
paid-in capital from private sources it will in the end prove a failure in its 
administration. ° 

Once a small-business investment association has been launched with its paid- 
in capital acquired from private sources, S. 3643 contemplates that on the basis 
of debentures and that in return for debentures, the SBA‘ shall lend capital 
funds for lending purposes. I think that this is.a sound and fundamental 
distinction ‘between Government ownership ‘and Government assistance. 

There is also a fundamental .difference in, the provisions for aid to State and 
local development corporations. S. 3643 provides: that the SBA will be able 
to make loans to a State or local development corporation “to existing identi- 
fiable, small-business concerns and for a sound business purpose’ approved by 
the ‘ Administration; There are ‘various restrictions imposed .on’ such | loans. 
I’ would like to call to your attention that SBA has been making loans‘of this 
charaéter with ‘a limitation which would be removed by this legislation. If you 
will examine the studies made on the lending features’ of State and local 
development ‘corporations: (7 State loan corporations now operating and as 
many'as 2,200 local organizations’ identified by the Department of Commerce) 
you will find that most of the activities of these corporations are-in the lending 
field rather ‘than equity purchases. The Small’ Business Administration's ex- 
perience in dealing: with , and, evaluating, identifiable concerns: should be 
preserved. — 

Other ‘proposals would provide that in the case. of some State and. local 
development corporations the Government will make loans to enable them 
to supply ‘the equity capital for small-business concerns and the funds wilk be 
ziven in exchange for obligations of such institutions.. Students of local de- 
velopment corporations can advise you that most of.them are not set up in such 
a‘manner that they would be able:to obligate themselves in this manner. Most 
local development corporations are one-shot deals to’ persuade a business to 
establish residence in,the community, and the funds for obtaining or coustruet- 
ing a factory.site-are raised by. voluntary subscriptions of local citizens.. Such 
corporations are not continuing businesses which would be .able to-buy up 
collateral. ud 

There are other differences which could be pointed out,,but none so basic or 
as important as the agency. which is named to administer this program. » This 
is very’'important legislition. I believe 8. 3643, by providing-that this .prograin 
would be. administered by the Small Business Administration, will not only 
insure the most efficient operation of the program, but also: will avoid both 
duplication of functions. ' 


Senator, CLark. Our first witness.this morning is Prof. Joseph 
C. Palamountain, Jr., of Wesleyan University. 

I see you have a 10-page statement here which [ will ask: to have 
printed in the reeord at the conclusion. of your testimony. We have 
three other ‘witnesses this morning and I would like, therefore, to ex- 
pedite matters as much as possible. So I wonder if, for the benefit 
of Sénator Proxmire and. me you could hit the highlights on this, in- 
stead. of reading it word for word. I: take it you will not object if 
we interrupt you every now and then, will you? 
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STATEMENT OF JOSEPH C. PALAMOUNTAIN, JR.; ASSOCIATE PRO- 
FESSOR OF GOVERNMENT, WESLEYAN UNIVERSITY, MIDDLE- 
‘TOWN, CONN. 


Mr. Patamountain. No. Certainly. -I will welcome it. 

Senator Ciark. Will you please proceed, then ? 

Mr. Patamounrain. Yes. ‘ 

I would say in the first place, as I say here, I think for you to ask’ 
me about the politics of small business is a little bit like a thermometer 
asking an onlooker what the temperature is. I feel-a little bit pre- 
sumptuous in talking to. you about this subject, but there are some 


thugs L-try to emphasize i in this paper. They are, first, the important 


role, political and social, which’ a small-business man plays in, Amer- 
ican society. In the most basic constitutional terms it is the American 
middle class which the small-business man lives at the core of which 
provides the key to political. stability. .1 can simply refer to what 
happens abroad when the middle class is decimated; as’ in Germany. 
The fall of the Weiniar, republic and the rise of: Hitlerism were due 
in-very large. part to the decimation.of the German middle class, and 
the Bolshevik revolution can be explained to a considerable extent 


‘in terms of the unfilled void between the Czar and*the Russian masses 


which prevented a liberal democratic constitutional order.” 

This means obviously ‘then that the middle class plays, a crucial 
role. Wherever ‘you go in,a society and a local community I think 
you will-find individual small-business men are playing vital roles 


not. as businessmen, but ‘as John Smith and Fred Brown in yeterans 


organizations, chambers of commerce, local: politi¢al parties, refor m 
groups, chure h organizations, or: whatever they may be. 

Senator CLark. Kiwanis and Rotary. 

Mr. .PALAMOUNTAIN. That: is right. All of this rich and varied po- 
litical-social life. 

Senator Criark. I wonder if you would feel that the ‘desea of x, 
broadly based middle class is'a pretty severe deterrent to the develop-. 
ment of a sound democracy in a number of the nations Which aré just 
coming out from under ¢ olonislism ? 

Mr. Paramounratn. Yes. «I certainly do, Again I think’ it is- al- 
most a truism that in. the Middle East and the Far East the absénce 
of a middle class is. one of the-main reasons for ‘the instability and 
extremism that we find in these governments. The main: contribu- 
tion the middle class makes is stability. “They are in‘a unique posi: 
a it seems to me, to mediate in the great conflicts,of society, be- 

‘ausé they are themselves in a middle position and can sympathize 
with the more extreme position and understand.it.. They are the first 
to state and promote a compromise position of some sort. 

Senator Crark. What would you say with respect to the position 
of small business in the United States as a-factor. making for inde- 
pendence in government and politics? By that I mean, here are peo- 
ple who w ork for themselves and have no partic ular job security to 
fear by reason of taking a particular position in any controversy 
which confronts the country. 

Mr. PatamMounTatn. It seems to me this is, of course, tii more 
than just simply politically. It is true socially also in a society. which 
I think rightfully emphasizes dec entralization and autononty. ‘But 
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in a society in which it is increasingly hard, I think, for these char- 
acteristics to survive in the large-scale or ganization, and that sort of 
thing. Obviously a businessman plays a unique role here. 

Senator Crark. To the extent he is secure and prosperous, to that 
extent his effectiveness in the social field and the political field too is 
increased, is it not? 

Mr. PataxtounTan. That is right. However, I would say that all 
of this is true'in more placid: times.’ The small- business man may 
become surprisingly radical at times—radical in the American sense, 
obviously, and not in the European sense. In a sense the small-busi- 
ness.man and his.political temper and tone is one of the best indexes 
I think ‘we have to the general ecoriomic and political health of our 
society: Today is still a relatively placid time, although obviously 
the small- business mar is economically worse off than he was a few 
years ago. 

But if you go back: to the, thirties, I have a few quotations here 
which I picked out. I do not mean to malign the National Associ- 
ation of Retail Druggists. This 3s simply an indication of how des- 
perate’ their members .felt at this time.., You find the official voice of 
your friendly neighborhood druggist, the National Association of 
Retail ‘Druggists Journal, was at this time. atticking: the privilege- 
seeking few who-seek the dictator ship of. big’ money, avstate of finan- 
cial feudalism, privilege-seeking, tycobns, “would-bé dictators, - and 
newspapers prating, ‘verbosely: about thé freedom of the press. 

‘There‘is along quotation in my statement on that. 

I think-‘the-point of.this is that although busitiessien norm: ally play 
a’ conservative role, and a broadening role between ‘the great interests 
of society, they play this not in the name of small business. When, 
on the other hand, they suffer acute economic distress, then they begin 
voicing the cause of small business per se. 

Again tn my prepared staternent I said there were 2 major themes 
which result from this attack, ‘1 of which I approve and.1 of which I 
think is. dangerous. , ‘Thé one of which I approve is: when this move- 
ment attacks what.small-business men. feel to be’inequities or abuses 
of powér.’ It: was the small-business .man and, not.the farmer who 
led; the Granger.movement, as recent historical research demonstrated, 
and who was primarily beliirid ‘the antitrust movement; which led 
to the Sherman Act and the.1914 legislation; and similarly the legis- 
lation in the 1930’s aimed. at specific abuses and inequities. 

This side :of small-business pressure when small business is acting 
in a violent manner and is aggressive in pursuit of its own interests, 
is a good thing. 

The danger, howeyer—and here I realize I am more in the area of 
individual. judgment than elsewhere—is, I say, when small businses 
feels most distréssed economically, and when it seeks Government aid 
to meet its grievances, there is a real danger that the programs it 
may advocate will interfere with free competition. I find this to be 
true. of the fair trade acts, although. I think it is debatable. The 
original Robinson-Patman .bill as it was introduced, before it was 
amended, had it been effective, would have crippled most of the 
flexibility of. the American economy. 

I think any of the original chainstore tax measures introduced in 
the late twenties and thirties.in the various States, and ultimately in 
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Congress, were dangerous. It was an attempt and means to tax bubi-- 
ness organizations out of existence. 

All of these attacks had their good effects. . They diniathek a 
number of abuses which the chains had been guilty of perpetrating 
but their purpose was also to restrict competition.’ So I would say. 
in general, the more we can do to strengthen the competitiveness of - 
the small- ‘busitiess man’ to enable him ‘to. be a stronger and more 
vigorous: participant in ‘business life through, mheeting whatver needs 
may be real needs, then it seems to me the less likely is it as times be- 
come worse, that the small-business man will then ask for dangerous 
restrictions on the competitive vitality of our economy ~—eartel legis-' 
lation, etcetera. I think that is'certainly tiue of the field of credit. 

Senator Crark. Would I be correctly paraphrasing you if I said 
that you feel it is.very important indeed to the successful functioning 
of the modern democracy in America that we’ lave vigorous, epee 
ent’small businesses operating in the economy 4 

Mr. ‘Patamountain. Yes. ‘And that we do everything we canto 
improve their vitality and the contribution'they cai make. 

Senator CiarK. And to proniote their independence ? 

Mr.. Patamountrain. That is. right. The. independence: of - the 
American farmer—and-I am ti liking tibout ‘legislation ‘before thé so- 

alled action, legislation, concetned. with crop subsidies and_pirity. , 
payments, arid so 6n—is largely due to the facilities which:the Fed- 
eral Government provided by way of research and demonstr ation; and 
that sort of thing.. It, seems to me the analogy again applies lir the 9 
casd-of sinall business. ‘ 


Senator Crark. I think the-statistics: would indicate that,the per-" s. 
centage of small, independent, family farmers in this country in rela- 


tion to the total. population i is steadily decreasing: Is that‘pot correct? * 

Mr. Pavamounrain. That is right. 

Senator Guar: Avid therefore the political and social influence ot 

the independent family farmer is‘of necessity also decreasing too. 

Mr. PanAmMounrain.: Yes. 

Senator Crark. We have had a long- term Federal polic y’ of doing 

‘ everything possible. to: maintain the independence and the economic 
‘health of the family farmer. You would agree, would you not! 

Mr. Paramounvatn. I cert: uinly: would. 

Senator Crark. As those efforts tend to be decreasing]ly; effective, I 
would suggest that it becomes more important to stimulate the eto- 
nomic freedom and to strengthen the control of the small-business 
element. Would you not agree? 

Mr. Paramounratn. That is r ight. 

Senator Ciark. I _ it would be wise if we asked you, Professor 
Palamountain, because I do not see it in your prepared statement, to 
give us in about a short paragraph your background and qualifies 
tions. 

Mr. PaLamMountain. Certainly. 

I received a bachelor of arts from Dartmouth, doctor of philosophy 
from Harvard. 

Senator CLtark. What was the subject of your doctoral thesis? 

Mr. PaLamMountain. It was a subject which later appeared in book 
form, The Politics of. Distribution, which is a study of the ‘political 
and economic battles of small-business men in the thirties, with chain- 
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stores, taxes, the Robinson-Patman Act, the Fair, Trade Acts, and 
so on. ! 

Senator Ciark. What happened after that ? 

Mr. Patamountarn. It did not sell like hotcakes. 

Senator Ciark. But I mean, after you received your doctorate of 
philosophy, what happeried ? 

»Mr. Patamountain. I. am sorry. , I taught at Harvard for a while 
and then moved on to Wesleyan. | 
‘. Senator Crank. Where you are now / 

Mr., PacamounTaIn. ‘Where I am now, an, associate professor ‘of 
government. 

Senator Ciark. What isthe field St siotar tedclitlinéthers! 

’ Mr, Patamountatn.' My main interest is the rélations between the 
nolitics of business or government in the American economy. Al- 

though in a ‘small college one spreads oneself. considerably. 

Senator .Crark: I know this statement is going to make very in 
teresting réading far all the’ members of the committee, and I per- 
sonally am delighted that you came.down here to give us this back- 
ground. I liave had the feeliig:in the testimony so far we have 
tended to concentrate on the economics of small: business’ without 
proper sense of proportion; and without any indication of the real 
underlying social and political need for keeping small business strong. 
T think this’ testimony of yours is most important for filling out the 

. record. 

Senator Proxmire, would you caré to ask any questions / 

Senator PRoxMIRE. Yes, T have a few brief questions, Mr. Chair- 
man. 

Incidentally; I had an cppoetintiy to -work with Professor Pala- 
mountain at Harvard.. I have great respect for his ‘ability and his 
understanding of this subject, as well'as many others. 

Dr. Palamountain, do you not feel that the farmer is a small-business 
man ? 

Mr. Patamountatn. Yes, I do. 

Senator.Proxmtre: In a sense? 

.Mr. Paramountain. I believe, as Senator Clark was saying, much 
of thé justification for the support of agriculture as a social and 
political forrn of organization, that is, the small family farmer, cer- 

tainly applies to small] business. 

Senator. Proxmirr. He is a small-business man in the sense that 
he has a capital investment. 

Mr. Patamocuntatn: Thatis right. 

Senator Proxmire. These days an increasingly large capital in- 
vestment. In my State it averages $35,000 to $40,000, and many 
farmers have a good deal more invested. He has so many problems 
and if he is going to be competent he has to keep books, and he has 
to keep accurate books and know precisely what he is doing, and follow 
the latest résearch developments. Therefore he should have most of 
the attributes of the successful businessman. 

Mr. Patamountatn. I would certainly agree. 

Senator Proxmtre. And what you say here about the small-business 
man I presume in your statement you said would apply to farmers 
also? 

Mr Patamountarn. Yes. I think it would. 
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Senator Proxmire. How do you define a small-business man? Do 
you accept the definition of a company employing less than 500 people, 
or do you have a definition which you feel is more satisfactory ? 

Mr. Patamounratn. I have perused the definitions in the literature * 
. which this committee assembled, and I agree this is a difficult problem. 
I do think the definition varies considerably from trade to trade. ‘“Ob- 
viously, a small manufacturer is much larger than a small retailer, 
and a small operator in the service trades, I I do not eee to be 
competent in the precise definition. 

Senator; Proxmire. On page 9 of -your statement you say you think 
that the action of the Government. to assist small ‘business has been 
most in the public interest, when it has attacked abuses of power and 
inequity.resulting in excessive power. 

Mr. Patamounrain. That is right. 

Senator Proxmire, And the least harmonious is the action of small 
business when it asks for special. protection against competition. 

Mr. PaLamountarn. ‘That is right. ] 

Senator Proxmire. Do you not feel-there isa very direct relation- 
ship between’ the small-business man and’ those who believe that tlie 
small-business man should be assisted and protected and encouraged ? 
We feel that one of the reasons for restraining, competition.is that. 
competition like anything else can get out of hand and can “become ° 
predatory. That pricing: practicés can result, in the long run in the 
destruction-of competition’ Acts like the, Robinson-Patman Act and 
policies like fair trade can have.as their ultimate objec tive the objec- 
tive of presery ing a sufficient number of business units so that you ¢ “an 
have competition. 

It is not possible here to conform with. Chamberlain’s book, The 

Theory of Monopolistic Competition? | 

Mr. Paramounrarn. Yes, 

Senator Proxmire. You are talking about one phase of competi;; 
tion which is. perhaps to:'some extent the’least important part; that is, 
price competition. If you can eliminate some of the roughest aspects 
of prive competition you still have very, very important. elements of 
competition for service, competition that takes advertising and loca- 
tion and personality, and all kinds of things of that sort that enter 
into it. 

Mr. Patamountar. Yes. I do not mean to say that in thé middle 
of the dark thirties, when the: retail. druggists were in a very diffi: 
cult position, that I would lave saicl, “Go out into a world of pure 
competition.» We can do nothing for you.” It is a little bit like the 
ease of the Vermont farmer who was asked for the best route to Mon- 
treal, and said, “Well, to tell you the truth, I would not start from 
here.” 

Once things get bad and once things are really hard. for small com- 
petitors, if we allow things to slide. then we are in a position where 
if we are going to save them we have to engage in drastic restric- 
tions on competition. 

On the other hand, it is ‘a great mistake, I think, to let us slide 
into this position. If we can.reconstruct the position, we would have 
been in a healthier situation if we had made the small druggists 
more vigorous competitors, particularly providing more opportunity 
for them to acquire prince iples of management and organization and 








368 FINANCING SMALL BUSINESS 


retailing. . Many of the principles and practices which their com- 
petitors : like department stores and chain stores were incorporating, 
Then we-would not have been in the — where we said virtually 
the only way we can preserve this important group of small- business 
men is by arbitrarily protecting them from price competition. 

Senator Proxmirr. I feel very strongly that the tremendously im- 
portant reason for our farmers’ difficlty i is because they are the only 
figure in our economy now who really compete on the basis of price. 
The only basis for competition of the farm is price. He produces a 
homogeneous commodity and it is undifferentiated by style or location 
or anything else. 

For this reason the competition is tremendous and weakening for 
the farmers, under many. circumstances, and has been mighty destruc- 
tive. : 

Mr. Patamountatn. I would agree. -The coal industry in’ the 
thirities is another example of how destructive a fairly pure form of 
competition ¢an be. © It seemed again some restraints were necessary. 

Senator Proxmire. One final question that relates to the bill itself. 
I. notice in your summary on point 5, on page 9, you approve very 
_ warmly of any action which will provide skills: knowledge, ‘and 
resources usually lacking in the small firm.- Then you go on to point 
out financial resources. So I presume you would favor measures 
that would assist the small-business man to have access to greater finan- 
cial resources than he has now. 

Mr. Patamountarn. In principle I favor it most heartily. I do not 
pretend to be informed on the details, however, of these proposals. 

Senator Proxmire..’Fine. _That is the purpose of the bills in ques- 
tion before us. 

Mr. PaLamountatIn. Yes; thenk you. 

Senator Crark.. Thank you.very much, Dr. Palamountain. It was 
a pleasureto have you here. 

Do you care to ask any questions, Senator Robertson ? 

' Senator Roserrson.’ No, but we are glad.to have had your testimony. 

(Mr. Palamountain’s prepared statement: follows :) 


STATEMENT OF JOSEPH :C, PALAMOUNTAIN, JR., ASSOCIATE PROFESSOR OF 
GOVERNMENT, WESLEYAN UNIVERSITY, MIDDLETOWN, CONN. 


I feel more than:a.trace of fraud or presumption in my. venturing to inform 
this-committee on the’ subject of :the politics of small business. Not only is this 
committee composed of ‘more than its share of distinguished Senators, but in addi- 
tion, for'‘me.to be asked to testify on this subject is equivalent to a thermometer 
asking an onlooker how hot it is. 

In these remarks I intend to generalize on the politic: al operations of small- 
business men, ‘the' goals they seek, and the compatibility of these goals with our 

‘competitive economy. In short; I hope to develop some general yardsticks which 
can be applied to most of the specific complaints'of stall business. 

It is almost:a truism to say that our political, social, and economic institutions 
and values are uniquely dependent upon small-business men. His health is indica- 
tive of the health of the economy. ' When he ails, his ailment is one which tends 
to pervadé the whole society. 

The social and economic roles of small business are of major importance, but 
-here it is sufficient to point out that it promotes diversity and decentralization 
in a society which-has always valued those characteristics. but finds them in- 
creasingly threatened in an.age of business and of the “organization man.” It 

‘provides a haven for those who are unwilling or unable to accept the discipline of 
large-scale organization: It enables creative experimentation in new products 
and new techniques ; and small-scale organization is often the most efficient unit 
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for doing the task the public wants done. Only a giant corporation con make 
a car, but Joe the pants presser aiso has his niche: 

In the broadest of terms, the political role of the small-business man is to pro- 
vide stability and moderation. Small-business men have long been the core~of 
the middle class and the vital, relationship between the existence of a strong 
middle class and the maintenance of constitutional democracy has been clearly 
demonstrated. Aristotle was perhaps the first to point out that orderly govern- 
ment depends upon the existence of a sizable middle class, which could avoid 
extremism, promote compromise; and so enable the government to elicit’ the. 
loyalty and respect of all its citizens. In more recent times, the decimation of . 
the German middle class paved the way for the downfall: of the Weimar Republic 
and the rise of Hitler. The largely filled chasm between the tsar and the Russian 
masses doomed the efforts to produce a liberal, democratic, constitutional- gov- 
ernment and so contributed to the Bolshevik Revolution., Similiarly it is the 
absence of a sizable middle class with a substantial stake in the existing politica] 
and economic order which help produce much domestic instability and extremism 
among the newly founded nations of the Middle East and Far Bast. Contrarily, 
the existence in this country.of an enormous middle class, at whose heart lies _ 
the small-business man, has been a major reason for our exceptional political 
stability, our policies ‘of moderation, and’ our almost universal Spenyenaes of 
our political system. 

Thus in more placid periods the small-business man plays a mediating role 
in society.. His economic role:tends to plaice him in.a middle’ position in most 
of our great social conflicts—e. g., between management and labor, between agri- 
culture and commerce. Uniquely able to understand and sy mpathize with both - 
sides he is often ih the best position-to frame and to’promote competition meas- 
ures. In these calmer ‘periods, however, his primary participation .is Jess often 
as a small-business. man than it is in some other capacity—as an influential mem- * 
ber of a local political party, of a veterans’ organization, of a chamber of com- 
merce, of his church, of a reform group, of.a special cause.- -It would be difficult 
to exaggerate the importance of his contribution to our political and social insti- 
tutions and processes.. In almost any local community you examine, you find 
small-business men—not as such, but rather as individuals—playing leading and 
supporting roles in the rich social and political life which characterizes American 
society. At such times there is no distinct small-business interest; instead small- 
business. men identify themselves with other, usually. broader, interests. 

It is in more turbulent times when he experiences serious economic grievances 
that the small-business man as such plays an active political role and proclaims 
the cause of small business. .When he does.so, it is an indication that change 
is occurring and that. perhaps serious inequities exist: The more yiolent, the 
political actions and views..of small-business.men, obviously.the greater the pre- 
sumption \that the economy is undergoing a ‘powerful transition. Thus, it was 
primarily small-business men, not farmers, who led the first. Granger movement 
and its allied descendants which -ultimately led to the creation of the ICC and 
to the passage of the Sherman.Act.. The vigor of small-business men’s reactions 
Was a good measuremént both of the great impact of rapidly deyeloping large- 
scale organization and of the abuse of power by. some of these new corporate 
giants.. Although usually adopting moderate positions and playing conserving . 
and: broadening .roles, in times of rapid change and acute distress, small-busi- 
ness men may, become surprisingly extreme in their viéws. Thus, during the 
great depression, both the impact. of general economic depression and the revo- 
lutionary effect of.the mushroomlike growth of chainstores in many trades wére 
reflected in fairly, sweeping and radical small business attacks on big business. 
It is hard now to recall. the bitterness of these attacks. Listen; for example, to 
the official voice of your friendly, neighborhood druggist attacking what it 
termed “ * * * ‘privilege-seeking few’ * * * (who) seek..* * * the dictatorship 
of big money—a state of financial feudalism * * * privilege-seeking tycoons * ** , 
would-be dictators. Newspapers * * * prate verbosely about the ‘freedom of 
the: press’;.* * * but, with an iron hand.from.which European dictators could 
take lessons, ‘the * * * mouthpieces of big business * * * direct ‘the people as.to’ 
what thoughts they should ponder * * * and persecute witha deft finésse never 
approached by.the Spanish inquisitors those * * * who dare oppose their wishes. 
Thus, while’ mouthing maledictions upon dictatorships, they seek to saddle on 
the American people a dictatorship of greater magnitude than that which they 
condemn: the dictatorship of big ‘money—a state of financial feudalism.” * 


1 National Association of Retail Druggist Journal, April 2, 1936, p. 397. '. Ibid.; May 21, 
1936, p. 681. 
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Thus, to repeat, when small-business men, per se, take vigorous political 
action it is an indication that serious problems exist. This most emphatically 
does not mean, however, that the political programs they advocate are neces- 
sarily desirable or even that they will be effective. If Germany between the 
two World Wars was an example of. what can happen when a middle class is 
decimated, then France, with its archaic overregulated, overadministered, and 
grossly inefficient system of distribution is an example of what can happen 
when well-organized.and highly articulate small-business groups vigorously press 
for the interests of the small business without regard to the public interest. 

‘To demonstrate this argument we must be a bit more specific about how small 
business’ political activities arise and dbout the outcome. What is involved 
here is an interrelation between a remarkably free and open political order and 
an unusually free, competitive, and dynamic economic. order. : That is, small 
business’ politics cannot be separated from its economics. There are three major 
stagés in this action. First, dynamic change in the economy, especially’ with 
the rapidity of its onslaught, produces economic, woes. Second, the openness 
of the political system, especially with its sensitivity to the pressures of organ- 
ized groups, encourages ‘attempts to alleviate-politically these economic griev- 
ances. But, third, the very dynamism of “our usually vigorously competitive 
economy imposes severe limits on the.effectiveness of the legislative aid received 
by the small-business man. Are 13 

Now let us examine this three-stage politico-économic process more closely; 
first looking at the economic grievances which trigger political action. At any 
given moment thousands of, individual small businesses are in dire econdmic 
straits. It is only, when ‘distressed businessmen share a cOmmon problem that 
they are likély to.-be spurred on:to organize for political action. Ordinary prob- 
lems of competition among small businesses are unlikely to’ produce: a strong 
demand for ‘national legislation. It is true that certain trades may ask for, arid 
require, regulation—e..g., the need to regulate TV repairmen both for the pro- 
tection of the public and of ethical servicemen—but most regulation Of this kind 
occurs at the State and local level, although the Federal Trade Commission 
sometimes deals with such: problems. ‘Most of the. economic. problems of? the 
service trades are of this. type, with the result: that few political pressures 
from: small;business' men in this. gréat sector. of the business economy: reach 
Washington, 

In the two other major sectors—manufacturing and distribution-the major 
economic disadvantages leading to the cry’ for government assistance. have arisen 
from conflict: with large-scale. organizations... This may take the form of direct 


competition with large corporations and ‘usually involves the charge of unfair. 


competitive tactics by the large firms. Examples include small ‘manufacturers 
versus the.early trusts, independent grocery retailers and wholesalers versus 


chainstores, independent druggists versus chains, department.stores and cutrate’ 


“pine-board”’ drugstores. These conflicts led to the. antitrust laws, chainstore 
taxes, Robinson-Patman Act, and the:so-called Fair Trade Acts. Other conflicts 
have arisen in what might’be called the, vertical relations of small-business men, 
the relations with buyers, sellers, or firms providing essential services, ‘and 
usually involve charges: that the large corporations have abused their :power 
to secure unfair terms of trade or to squeeze.small business out of certain mar- 
kets. Examples include .the small shippers or distributors -versus. railroads; 
gasoline dealers versus major oil companies, .and automobile dealers: versus car 
manufacturers. These conflicts have contributed to the passage of ‘such meas- 
ures as the various acts regulating .railroads, the Robinson-Patman <Act,- and 
the recent Day-in Court Act. 

In the second stage of this politic-economic. process, these conflicts’ have led 
small-business men, to seek legislative redress. In their legislative proposals 
two different goals can be differentiated. _One has concerned: itself with the 
question of competitive practices or abuses of power. Thus the early railroad 
legislation sought to eliminate. a series of abusive practices; the Robinson- 
Patman Act proclaimed:-a number of major limits on the abuses of buying power, 
and the recent automobile dealer legislation seeks to limit the abuse of his power 
over ‘dealers by the manufacturer. Clearly, these ends have been in harmony 
with broad social goals. In seeking to further his own interest, the small-busi- 
ness: man has served the public interest by greatly elevating the standards of 
business conduct, promoting fair competition by limiting the role played in our 
economy by power. - 
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The second general theme of these legislative proposals has been a question- 
able one. It has involved efforts of small-business men to shield themselves 
from competitive forces.. Identifying competition with the continued existence 
of all,competitors rather than with the vigor, dynamism, and results of competi- 
tive forces, it has,-in my opinion, sought to promote the interest of some small- 
business men at the expense of the public interest in vigorous competition and 
in innovation. ‘ Thus, many of the chain tax bills sought to tax the chains out of 
existence ; the originally unamended Robinson-Patman bill-would have seriously 
hobbled any competitive forces; the fair trade laws prevented any price competi- 
tion on fair-traded goods: 

Admittedly, the precise line between these two goals ‘is hard to. draw, but a 


~ sound public policy requires that the effort be made. Thus sonte special chain 


taxation mdy have been justified by the fact that chains avoided some of the 
taxes paid by the independent competitors, but discriminatory taxation cannot be 
defended.’ And one can sympathize with the efforts of the car dealers to protect 
themselves from the arbitrary’ power held over them by manufacturers, while 
still condemning their efforts to shackle retail competition through exclusive 
territorial franchises or retail price fixing. 

In the third stage of this political-economic process, fortunately for my inter- 
pretations of what.is desirable and undersirable in the way of..small-business 
legislation, in a sense the vigorously competitive American economy sits as a 


‘third house of this Congress 6n matters of, economic regulation. So elementally 


dynamic is-it; and so great are the opportunities and so rich are ‘the rewards for 
the successful innovator who offers a new, product on a new method of business, 
that none.of the.efforts of ‘small-business men to shackle the, competitiveness of 
the economy have succeeded for long. Measures supported by small business have 


-most often made. substantial and valuable contributions to the lessening of unfair 


practices and abuses: of. power but have seldom succeeded in restraining for long ° 
the forces for ehange and for competition in the economy. Thus the.Sherman 
Act. has been no barrier to large-scale organization per se, hut has had.a major 
impact on trade practices, on the. conduct of businesses, both large and small. 

The Robinson-Patman ‘Act, as now interpreted, has importantly limited the 
abuse ‘of: buying power but imposes-few arbitrary limits on the large huyer 
per se. The Fair Trade Acts were temporarily so successful in lessening retail 
price competition and in fattening: distributive markups’as to encourage the 
entry of many competing modes of distribution. The ‘success.of the discount 
house and. its ability to force even General Electric to abandon fair trade is a 
dramatic. illustration.of the basic competitiveness of the economy: 

The failure of these and, other measures to insulate small business froth com- 
petition, however, did not condemn it to an economic death. While these’ gov- 
erninental efforts were failing; the econoinic effortsef many: small-business men 
to harness this same dynamism and competitiveness. was bearing: fruit. . For 
over two decades now, independent merchants, for example, ‘have fought the 
cliains to a standstill. Some have successfully adopted chain methods; others 
have emphasized products and services neglected by the chains. 

And, in general, I might add, reports of the imminent doom of small business 
are as exaggerated as Mark Twain’s death. In the service trades, the small- 
business man has always been king; in: distribution he has painfully but suc- 
cessfully: adjusted himself to the invasion of mail-order. houses, department 
stores, chainstores, and is now doing so with discount housés; in manufacturing 
he has lost ground but still dominates many industries and perhaps can antici- 
pate some gains if it is true that’ we are now entering a period of specialized 
mass production: act 

I have made this a general analysis, applicable, I hope, to many legislative 
questions. It is for others to apply this analysis to the specific proposals 
before you, but perhaps it would be helpful to draw some generalizations with 
a brief hint of the applicability to matters at hand. Accordingly I offér,the 
following five conclusions. nae 

1. The small-business man plays a vital political, economic, and ,social role, 
essential to the maintenance of our political order. 

2. When. he politically complains of. economic grievances he accordingly 
should be given a sympathetic and serious hearing—the more so since the in- 
herent difficulties of successfully organizing considerable numbers of small-busi- 
ness men are such as to make it unlikely that a strong voiced and. widely ut- 
tered grievance will be a trivial one. If,-for example, large numbers of, small- 
business mer complain that the financial institutions render them. inadequate 
services, the charge merits careful and full consideration. 
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8. He is most apt to be voicing a public interest when he complains of in- 
equities or abuses of power. If it is true as has been charged that small- 
business men: are discriminated against by financial institutions this is cer- 
tainly a serious inequity.and quite possibly an abuse of power. 

4. His demands-are least harmonious with public interests when he asks for 
special protection against competition. 

5. The socially most desirable protection which Government can offer him 
against the gales of competition and of dynamic change is to protect him against 
unfair practices and abuses of power.and to enable him to be a more effective 
and more vigorous competitor. A better solution for the competitive woes than 
legislation restraining competition lies in the provision of the skills, knowledge, 
and resources now usually lacking in the small firm. Typically, small business 
lacks the managerial skills, technical information; reséarch facilities, access to 
outside counsel,.and inside, or outside financial resources generally available to 
the large corporation. This lack is now increasingly but incompletely and in- 
adequately met by trade associations, chambers of commerce, the Department of 
Commerce, and the Small Business Administration. Any increase in aid to small 
busiziess should promote competition, steering a course between the shoals of 
outright subsidy and of competitive restraint. On the one hand a.properly com- 
petitive policy should enable small companies to become strong-but not simply 
subsidize the weak and: preserve. the inefficient. On the other hand, while in- 
hibiting -the predatory and the unfair it should strengthen the. weak rather 
than hobble the able and the strong. 


Senator Crark. The next witness is Mr. Howard Williams, chair- 
man of the Capital Bank Committee, Small Business Association of 
New Englind. 

Mr. Williams,'we are happy to have you here. I understand you 
do not have a prepared statemént. 


STATEMENT OF HOWARD WILLIAMS, CHAIRMAN; CAPITAL BANK 
COMMITTEE, SMALL BUSINESS ASSOCIATION OF NEW ENGLAND 


Mr. WriuraMs. Mr. Chairman, I deeply apologize for that omission. 
I have come here at some. little hardship from’ Mobile, Ala., last 
night, and it. was not possible for me.to’have.a prepared statement. 


Senator CrarK. As far as the chairman of this subcommittee is. 


concerned, I am awfully glad that you do not. 

Will-you-just proceed in your own way, please ? 

Mr. WititaMs. ‘Thank you'very much, sir. 

I. would like to refer to the specific problems of a small-business 
man. 

Senator CrarK. .Would you mind identifying yourself a little more 
fully, giving your background, so that we,can have some basis for 
evaluating your testimony ? 

Mr. Witi1ams. My name is Howard Williams. I am the'president 
and treasurer of the Washington, Mills Abrasive Co., the oldest one 
in the United States, and still one of the smaller ones. 

Senator CiarKk. That is in Massachusetts ? 

Mr. Wiritams. In North Grafton, Mass. 

Senator Crark. Can-you tell us a little bit about the Capital Bank 
Committee of the Small Business Association of New England? 

Mr. Wirr1ams. The Small Business Association of New England is 
a group of small independent manufacturers and other service indus- 
tries. -It isa voluntary group-and all the officers work on committees, 
and so forth, at their own expense. It contairis some 500 total 
members. 
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We have been greatly concerned for some 10 years over what we 
‘think is a serious impediment to small business’ progress. The tool 
of the small-business man is, of course, money and capital. With the 
existing taxation setup he is unable, definitely unable, except -in the 
extraordinary prosperous cases, to ‘which publicity is given, to finance 
his business properly. For that reason we have felt that there is a 
very definite need for a source of funds for him. He cannot obtain 
capital in these days from his few wealthy friends.” He very quickly 
runs out of wealthy friends. He cannot tap the larger capital mar- 
kets. They are not geared to deal with his scale of operation. 
He has the ability, if he is good, to get short-term financing from 
- commercial banks, and we are grateful for that. and we make use of 
it. ‘But, of course, the essential needs of his business, the provision of 
tools for workers, and so forth, are something else: ‘Fhe only differ- 
ence which‘changes a man from a laborer with a shovel to an operator 

‘of useful equipment is, of course, capital. That is what he is unable 
to touch or reach in any way. 

Short-term loans are not his answer. Ninety- dice, 120-day, 6-month 
‘money is no basis for making an investment in his plant. 

Senator Ciark. Mr. Williams, I am very much interested in that 
. because we have had quite a lot of testimony from other witnesses 
from New.England in which some emphasis has been placed ‘on -the 
work being done by the local and State development companies. I 
‘ wonder if you. would comment on the extent to which they are pres- 
ently filling this gap of which you speak in the long-term capital needs 

of small business ? 

Mr. WitutaMs. Our feeling is, sir, that they have so ‘far operated 
on actually a small scale—in some cases a very small scale. They lack 
the capital themselves to spread their: risks. ‘Risks exist, of coursé, 
and the.only safeguard against is a large spreading of them, so that the 
good carry the occasional ‘bad. 

Senator Crarx. I think you said your company had been in’ busi- 
ness a good, long while ? 

Mr. WILLIAMS. Yes, sir. 

Senator Ciark: How long? 

Mr. WiriuraMs. Since 1868. 

Senator Crark. Could you give us some idea of the size of your 
company ¢ . 

Mr. Witt1aMs. Yes. I employ 50 workers, sir. 

Senator Crark. If it is not a trade secret, can you give us some 
idea of the financial net worth of the company? Perhaps you would 
rather not. 

Mr. Wrii1aMs._ Oh, that is no secret—not in. Massachusetts. 

We have to file a certificate of condition annually. 

My net worth is about $175,000. 

Senator Crark.- I think it would be. very helpful if you would not 
mind telling us how, during that quite long period, your company 
has been able to obtain capital which it needed,to stay in business, and 
I take it, to prosper ? 

Mr. Wirr1AMs. In the black days which were referred to by Mr. 
Palamountain, we did obtain.a small amount of capital from the RFC. 

Senator Cuark. That was during the thirties ? 
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Mr. Wuu1aMs. That was in the thirties. And that saved our little 
company at that time. However, as a group in this association of ours, 
we do not really believe in the theory of Government funds coming 
to the rescue of business: We want to get private funds for financing 
private businesses. 

Senator Ciark. How do you think in this economy private funds 
are going to be made available to companies like yours, unless the 
Government takes the initiative to create investment companies, and 
perhaps provide them with a first shot in the arm.to get them on their 
way ? 

Mr. Wiuu1aMs. The case of the business development corporations 
in New England I think illustrates your point, sir. It has been reall 
impossible to raise any substantial amounts of money for those busi- 
ness development corporations. Therefore, we think that the initial 
step does indeed have to come from Congress. 

Senator Crark. Do you feel that if the Congress did supply some 
financial assistance to the development companies, that once they had 
been put on the road it would not be a wild hope to expect that in due 
course the Federal investment would be returned and théy ‘could be- 
come private companies without any Federal subsidy ? 

Mr. Witurams. I would not like to decry the business development 
corporation at’ all; sir. However, they are small and they have, on 
account of ‘the limited funds available to them, developed largel 
along real estate developments. This.is not the only need of sm: all 
business at all. 

May I speak personally ? 

Senator Crark. I wish you would. 
Mr. WitxiaMs. Our association has not expressed a policy on this 
yoint.. I would like to see the financing started from another source, 
. ‘ause in the case of the business:development corporations they have 
centralized-rather toward real estate developments. My point is-that 
that is not the need of the mass of small businesses which exist today 
and which we want to save. 

Senator Ciark. But do you have in mind the formation of invest- 
ment companies such as was contemplated by bills like S. 3651? 

Mr. WiitiaMs. I have in particular mind what I only know as the 
Johnson-Patman bill. This parallels largely the land bank system. 

Senator Ciark. 8.3651, for your information, is a refinement ‘of the 
Johnson-Patman bill, with some changes worked out. by the staff of 
this committee with the, staff of ithe Federal Reserve Board, to meet 
some objections to the original,Johnson-Patman bill which the Federal 
Reserve System had. You can assume substantially it is ‘the same 
thing, although the investmeiit company would not be organized by 
the Federal Reserve banks because of an objection from the Board to 
that particular procedure. But the end result would be the same. 

Mr. Wiiu1ams. Yes. That is the type of action that. is needed, I am 
sure. 

Senator CLark: Would you hope that under.a setup such as that the 
Federal investment could be eventually returned and the investment 
companies operate on their own feet. as privately owned companies / 

Mr. WitzraMs. Mr. Palamountain referred to getting us out of ‘chp 
current recession in business. I do not know quite who can-do: that, 
but I think it would be a very severe depression indeed that would pre- 
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vent small business froin eventually paying its way and obtaining 
actual financial control of its own associations. 

Senator Crakk. Thank you very much, sir. Do you have anything 
further to add? 

Mr. Wuu1aMs. I would just like to say that in our area’ we think the: 
outlook is rather dark. I would ‘hope that,in the consideration of the 
various bills your committee will be good enough to remember that we 
men are very anxiously waiting for something, and we hepe we do not 
have to wait too long because we might not be here. | 

Senator Ciark. Thank you very much, sir. Pe ae 

Just'a minute, please. Some of the other Senators may want to ask 
‘you some questions. 

Senator Ropertson. Mr. Chairman, several years ago I was a dele- 
gate with the late Senator Barkley to a meeting of the executive 
committee of the Interparliamentary Union at Dubrovnik, which is a 
very large and lovely resort city of Yugoslavia. ‘There were some 35° 
or 50 nations represented at that meeting, and all of them-wanted our 
money. .There was’a lot of talk to the effect that they wanted Ameri- 
can dollars without any strings tied to them. We finally reached the 
conclusion all they wanted to do was to get out of the. Treasury a large 
amount of money, and then they would give us a goodby and do-what 
they pleased with it. 

I have been greatly disturbed about how we could comply with 
the majority sentiment that has been expressed during these hearings 
for adequate equity capital for small business with no strings tied 
to it. I understand that you do’ not want to give any mortgage. 
You do not want to give anybody a vote in the control of ‘your stock. 

I am just a little at a loss as to how, this plan would eventually — 
work if, like our foreign friends, you want it without any strings 
tied to it. I knew what.that meant over there in Yugoslavia. 

Mr. WiuitaMs. I think that is a. very strong point. The average 
businessman will fight for his life to keep control of his own com- 
yany. That is his life and what he wants to do. . But any small- 
yusiness man who would object to putting up his shirt. and the linen 
on the line as security would not. be worthy of any further con- 
sideration. 

I am sure a responsible small-business man would expect to see loans 
_ secured to the hilt with all that he had. 

Senator Rosertson. Then if you have what you would call equity 
capital as distinguished from what you referred to as short-term 
vapital you would expect to give whoever loaned it: some security? 

Mr. Witutams. I would most certainly, sir. And additionally, I 
do not believe that the small-business man is too concerned about 
what interest or other rate he had to pay for the use of the money. 
I think he would be perfectly willing to pay a rate which would 
be higher than the normal banking rate. ie 

Senator Roserrson. You made some reference. to. the farm, land 
bank, because that’ helped a lot of farmers with somie capital. How- 
ever, they also held a mortgage on the farm for that. 

Mr. WitutaMs. ‘That is right. ie 

Senator Roperrson. And ‘you referred to a loan that your com- 
pany. got from the RFC. But you gave some-kind of a mortgage 
for that. Ifit was not a mortgage‘on the property it was an, operat- 
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ing mortgage. During those days RFC did not lend without any 
security. — 

Mr. Witriams. That is quite correct. A device that has been sug- 
gested is a convertible debenture. I do not know why that-would 
not answer most of the objections to the lack of security, and also 
the question of paying an adequate return for the use of the money 
which would cover the risks which would be inherent in the situa- 
tion. 

Senator Ciark. Will the Senator yield ? 

Senator Ropertson. Yes, I yield. 

Senator Crark, I think. the record should’ be made clear that 
neither S. 8651 nor S. 3643, which are the 2 bills we are considering 
most closely at the.moment, would permit an investment company , 
to make any contribution or subscription to;common stock. Under 
both bills the investment company is required to take a loan which 
isanIOU. 

Senator Roperrson. To.take a what? 

Senator CrarKk.,A loan. ‘They could ‘not subscribe to stock. I 
think we ‘ought to be clear on that, if the Senator does not mind my 
‘interjecting- 

Senator Roperrson. No. But do I understand when you say secu- 
rity,.are you referring tothe present type of security that the Small 
Business Administration requires, or what kind of security. dé you 
refer to? 

“Mr. WirxtaMs. I oni say, “Yes, indeed.” A-debenture. It would, 
of course, be a secured debenture. In other words, the man’s pr operty 
_ andchis chattels, ‘and so forth, are definitely mortgaged. If it'isa 
corivertible debenture, then when the man wants to: regain control of 
* his own business, the debenture would be:converted into common stock 
‘and the’man would repurchase the common stock. In this way there 
* would be every prospect that the capital bank could be a highly profit- 
able operation. 

Senator Rosrrrson: I would like to ask the.clerk of the committee, 
what are the provisions of the two bills principally under consideration 
_ with ‘respect to the security that’ the investment corporation would 
require of small business enterprises? 

Senator CrarK. Will Mr. Gash answer that? 

. Mr. Casu. Senator, rieither S. 3651 nor S. 3643 require security lend- 
ing by the investment company. It is permissible, but it is not required. 
n Senator Roserrson. That is what I thought. 

Senator CrarK, But on the other hand, is it not'true, Mr. Cash, that 


is * both bills require that’ loans in terms of. convertible debentures be 


made, and prohibit the subscription to common stock ? 

_ Mr. Casn..:. Yes, sir. 

Senator Crark. And preferred stock. 

Mr. Casu. .Except'to the extent that the convertible debentures may 
be converted into stock to the advaritage of the company. 

Senator Crark. But that is at the option of the investment company. 

Mr. Casn. Yes, sir. 

Senator CiarK. And the investment company has at all times.a debt 
security and not an equity security. 

Mr. Casn. Yes, sir. . | 
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Senator Ronertson, The junior Senator from Virginia has attended 
a great many meetings of the Appropriations Committee that con- 
flicted' with these hearings, and he could not hear all of the testimon 
that was ’presented here in the last 2 weeks. But he heard pcan 
testimony to convince him that a good many people thought this was’ 
geet to make quite a liberal amount of equity captial available 
ich ordinarily would land on the stock market and give a stock 
interest in a concern. However, to them ‘it meant long-term capital 
as distinguished from short- term capital, and no outenne mortgage 
of any kind on the property. You just be kindhearted: and trust to 
luck and to the good prospectus they put out, and you put up plenty 
of money and take your chances’on what happens. To me.that was 
a little disturbing: because if that was the plan,.it would be a very 
radical departure’ from what private enterprise would do, and from 
what the Government had done. In fact, I was never more surprised 
in my life when I heard that the railroads of our country—and my 
goodness, that is one of the oldest and biggest industries, and one of 
the most essential industries we have—are asking the Government to 
let them have $700 million ,without:any security at all. They will 
just give them a note for it. I was surprised. Of course, they do not 


have it yet. 


-Mr.. Witt1aMs. This is not what, we would be proposing at all. 
We would expect .the investment: association to secure. itself: and to 
look out for itself, and we are quite sure that indeed it would be very 

sapable of doing that. 

Senator.Rosertson. This-committee had rather extensive hearings 


last year.and built quite a record. “We: have had a lot of. hearings 


this. year also and evidently there i is a need. for what is called equity 


sapital. 
Mr. Wrixiams.. That is true, sir, in the sense of being’ long term. 


Senator Ciark. If the Senator will permit an interruption, 1 think - 


we have had a lot of confusion in the record as,to what, we meant by 
“equity capital.” 

Senator Ropertson. That is right. 

Senator CLarK. Various members of the committee and witnesses 
have used that term in somewhat conflicting ‘senses. For myself, I 


have thought we were trying, to find a way through legislation to fill : 


a gap which I personally believe presently exists in terms of small 
business long-term financing which could be of 1 or 2. kinds: either 
a long-term debt, or a stibscription to equity securities or stock, 

The Senator from’ Vi irginia is.quite correct in saying a number of 
witnesses here have gone a good deal further than Mr. » Williams has 


gone and have said that there should be some arrangement by which 


small business could finance the underwriting of stock, as well as of 
debt.. It has been pointed out by a number of witnesses that, big busi- 
ness can Aljvays go to the. investnient bankers and to Wall Street to 
float common and. preferred stock, but there is no similar way of doing 
it. for small ‘business. 

On.the other hand, a number of other witnesses have said, as the 
present witness does, that. the credit, assistance should be confined to 
debt assistance. It is important*to keep in mind that there are two 
schools of thought on.this. One is to provide a means of having fi- 
nancing of equity securities, by which I mean stock. . The other ‘is 
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to provide : a means for financing debt securities, by which. 1’ mean 
bonds or debentures. 

Senator Roprerrson. E verybody knows what was called the prewar 
dollar, the 1939 dollar, before we began in 1940 to spend for the war, 
is now worth only 48 cents. E verybody knows that we have worn- 
out equipment that the depreciation allowance over.a period of years 
will not replace. 

Mr. Witiiams. That is true. 

‘ Senator RoperrsoN.. Maybe it will not replace more than one-half 
of what the cost is. 

Mr. Witu1aMs. That is true. 

Senator Ropertson.' Evéry,body knows that the big industries claim 
we are in a war and we cannot win it without, them. They say, they 
have to have rapid amortization and have.to write off the plant in 3 or 
4 or 5 years, and have gotten 4 or 5 billion dollars out of rapid depre- 
ciation. But small business has gotten very little out of it. 

Mr. Witttams. Very little indeed, anil that is something. under 
which we are smarting at the present time.. Our major competitors 
are exceptionally well equipped and have it written off. 

Senator Roserrson. And everybody. knows: as the investment. in 
plant and equipment per worker has gone up from $1,000 per workers 
to $5,000: or $6,000 ‘pet worker, that the little. plants which could not 
make those changes to” automation’ could not compete with the big 
corporations that did maké them, and ;that they were gradually 
squeezed in their markets. 

Mr. Witt1aMs. ‘That is correct. 

Senator Rosertrson. And. last but not least, there has been little 
consideration, commencing with-the first war taxes in 1940, and that 
was 18 years ago—and Iam sorry to say as a member of the House 
Ways and Means Committee I know a little of what we did when we 
crept up on business and incomes—a little consideration has been given 
to the need for a small-business enterprise.to keep its own earnings 
and reinvest .it. 

We did’ that because we were so afraid somebody would get a lot of 
little companies ;. othérwise they would be in the 90- percent or 92- 
percent bracket. »They would put their money into this little com- 
pany and that little company and build up a tremendous estate and beat 
the income tax program: We did not-know any way, unfortunately, 
to do it.and we could ‘not trust the honésty of a lot of people, so we 
had a-tax program passed that, applied w ith great severity to all alike. 
Therefore the little companies could not save and they could not re- 
invest. "They had'to-pay the taxes. 

Mr. WiitraMs. That is the situation today. 

Senator Roperrson, ‘And all of: those things have added up now to 
quite a need for money for plant.moder nization and expansion. ‘That 
is what you aré talking about. 

Mr. WririaMs. Absolutely. 

Senator’ Rosertson. That is what you’mean by equity capital.. You 

want money that you do not have to pay back any time soon: 

Mr. Witi1aMs. ‘Of course, Senator, any businessman would like and 
prefer to get equity capital in plain straight stock issuance. I would 


like to do.so. | aay 
Senator CiarK. Except, Mr. Williams, he does not want to give up 


any control. 
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Mr. WittraMs. No; but at least he would be willing in most case’ to 
share a portion of his business. 

Senator Roserrson. He would have to sell it on a preferred stock 
basis that had no voting rights and maybe a very high rate of interest, 
and that would have to come ahead of any div idends he could get for 
himself. The money you would get.that w: ay would cost you mord than 
the mortgage money would-cost. 

Mr. WituiaMs. It would, but you still—— 

Senator Roserrson. You cannot sell preferred stock which gets 


less than 5 or 10 percent, and if there is any question of how long it 


will pay it, it is still more difficult. 

Senator Cuark. The ideal situation is a situation in which 'the 
small-business man would sell'40 percent of the cofmmon stock onthe 
basis of which he would: be able to elect the board of directors and 
control the policy. 

Mr. WittiaMs.. That is-right. 

Senator Ropgrison. L appreciate the problem that exists and L want 
to see if. we can ‘do something about, it. -I,do tot want to solve this 
. problem and find out.in the end it could be worse. 


Senator Proxmire. Did you say,-Mr. Williams, if some e kind: of | 


equity capital or long-term capital is not made’ available that ‘your 
business and Other small businesses in Massachusetts may not be able 
to continue, or did I misunderstand you? Businesses of vil kinds? 

‘Mr. WititaMs.. Well, some will most surely: not: That I would be 
quité definite on. The niortality is-increasing at the present time. 

Senator Proxmire. Do you feel it has been the prosperous conditions 
and the. expansion in incomé that. has :prevehted an even greater 
decimation of small businesses than you have suffered ? 

Mr. WititaMs.. Yes, sir. 

Senator Proxmire. Expansion in the last 10 or 12 years. 

Mr. WituiaMs. That is correct, sir: But there has been.a continu- 


ing attrition of small businesses and there has been ‘a distressing at- | 


trition of small-business customers. We have noticed a distinct trend 


for the major units in the industry to buy consuming units. * They’ 
purchase them: outright and they will just.buy a small business and re-" 


move the customer from the open market. 

Senator Proxmire. Do you feel that kind of thing. will continue if 
we have a long period—and of course ‘we hope for. peace—in which 
we do not have any extraordinary stimulation of our economy; and 
that small business’ will suffer more severely, unless some kind of 
change in our governmental and ‘economic institutions is made,,and 
in our tax sy stem 4 

Mr. Witi1ams. The Sherman-Clayton Act has»been the only re- 
straining influence in that process. 

Sen: itor Proxmire. -I think you'r testimony and that.of Mr. Pala- 
mountain are very’ helpfully supplemental. Dr. Palamountain very 
properly stressed the very_great importance of small business if We 
are going to maintain a politics al democracy and economic democracy 
in which we have a diffusion of economic power, and you stress it from 
a practical standpoint. . It was very interesting that you too, who 
come from Massachusetts,. and who have been so prominent in the 
small-business movement, have, said these State development corpo- 
rations are. inadequate and not:sufficientiy large to do the kind of job 
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ou think is necessary, because Massachusetts 1 is far and. away the 
le ading State.: 

Mr. Wiu1aMs. It is certainly, I believe, the niost successful. 

Senator Proxmire. It is the No. 1 State and, on a per capita basis 
the amount’ of money that. your State development corporation made 
available is greater than any of the other States. We have had a 
number of witnesses who have said we can rely on State development 
corporations. 

Mr. WiiuraMs. This, I think, should be taken. with some caution. 
I doubt whether, we -can rely on State development corporations, 
They are insufficiently financed to start with, ook they do not get the 
‘broad spread of risks which is essential to any operation of long-term 
capital provision. The tendency, at.least as I see it, has been that the 
Massachusetts Business Development Corp. has rather reverted to 
realestate operations where the security is definite and at least con- 
sidered good. 

Senator. Proxmire. That testimony coming from you is most sig- 
nificant. I Was very impressed, as a member ‘of the Select Cominittee 
on Small Business of the Senate, to have had an opportunity to have 
heard somé of you gentlemen testify before us. I know. your organi- 
zation.has made a rerharkably thorough study of small-business prob- 
lems and you are well qualified to speak on this and that what you 
say is based on careful and. objective and thoughtful study. 

‘You said your company has been in existence since 1868 ? 

Mr. Wittams. Yes, sir. 

Senator Proxmire.’ Do you feel your company would expect to be 
in a position possibly to take advantage of the capital bank if it were 
created? Let me‘say I do not want to trap you, but the reason why 
I say this is here is a ¢ompany that has been in existence since 1868, 
with equity of $165,000. Frankly the purpose,:as I ‘understand it, 
of the capital bank is to help a small business that has great growth 
prospects: and which ean contribute greatly to the economy, but: can- 
not grow because of.our tax laws and all kinds of limitations. Y our 
company is a stable company that survived through all kinds of vicis- 
situdes but on the basis of these statistics does not seem to be one that 
will qualify as a growth company. 

Mr. Wiis. May I answer your question this way: My net worth 
is $175,000. My cash in the bank is about $15,000. There is the 
problem: 

Senator Proxmire. In other words, you could grow if you had this 
assistance ¢ 

Senator CuarK. Would you repeat.those figures? 

Mr. Witx1Ams. My net worth is $175,000 and my cash in tlie bank is 
15. 

Senator CLarK. You mean $15,000 ¢ 

Mr. Witi1AMs.” Yes, $15,000. 

Senator. Clark. I-was a little startled because you left off those 
three zeros. , 

Mr. WitrtaMs. It is not as bad as that, sir,.but to all intents and 
purposes a very bare minimum. 

Senator Crark. You liave a mortgage on your plant ? 

Mr: Witui1aMs. No, we have not,sir. 

Senator. Proxmire. Do.you not feel, as one who studied this prob- 
lem very thoroughly and who-has been in a position to study a num- 
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ber of sniall businesses in your capacity with the Small Business As- 
sociation of New England, that this kind of legislation which makes 
$1 billion available in the entire country—a country where the need 
for the long-term capital for small business is probably at least 4 or 
5 tines that, and I would say: conservatively 10 times as much as 
that—that on the basis of supply and demand it would be-possible or 
very likely that these investment agencies would make loans that could 
.turn out'to be sound in view of the opportunities which should be avail; 
able to them ? 

Mr. Wuu1aMs. I ain sure they could:make a large number of sound 
loans. Naturally it would depend on the typé of loan. 

Senator .Proxmire. Even. in. Massachusetts where you have a very 
successful or relatively large and successful development corpora- 
tion ? 

Mr. Wirirams. Oh, very'‘much;.so, sir. The development corpora- 
tion has not scratched the surface in Massachusetts. 

Senator Proxmire. Do you feel that a debenture that tied its interest 
rate to.the earnings of the corporation and to the capital position of 
the corporation—— 

Mr. Wiuu1ams. That could be done, of éourse. 

Senator Proxmire. Do you think that would be a sound invest- 
ment? It:seems to me we have two conflicting viewpoints.here: The 
businessman who obviously wants to have a chance to grow and expand 
and not have a fixed cost that would precipitate bankrupte y is, on the 
one hand, and the investor who wants a regular return, on the other. 

Mr. WiiuiAMs. Yes. 

Senator Proxmire. You feel that that kind of debenture could be a 
sound investment even though it provided 

Mr. Witurams. I think it is the soundest approach. First, it, at 
least reasonably secures the lender of the funds, and it does not impose, 
too much burden on the borrower. 

Senator Proxmire. Thank you very much. I yield the floor, Mr. 
Chairman. 

Senator Ciark. Thank you very much, Mr. Williams. _ Wé gr éathy 
appreciate your coming down here. Your testimony has been veiy 
helpful to us. 


enator Ropertrson. Off the record. 


pimscnesion off the record. ) 
enator CLarK. Our next witness is Mr. Edwin B. George, director 
of economics, Dun & Bradstreet, Inc. Will you come for ward please; 
Mr. George. 


STATEMENT OF EDWIN B. GEORGE, DIRECTOR OF ECONOMICS, 
DUN & BRADSREET, INC., NEW YORK 


Mr. GreorceE. Yes, sir. 

‘Senator CLark.’ Mr. George we are happy to have you here: Ihave 
taken a quick look at your statement, which I see is detailed and 
specific ‘and, therefore, extremely helpful. 1 think it is so detailed 
and, specific that I am ‘going to have. to ask you to read it, bearing * 
in-mind that we, would like to get out of -here- ss close to 12 o'clock 
as, we can, and we have another witness. On, the other hand, I do 
not want to. hold you down., So will you proceed in your-own, way. 

24897 —58——25 







































































































































































382 FINANCING SMALL BUSINIESS 


Senator Roserrson. If I. may ask: one one question, because I may 
_ not be able to stay to the end. In your prepared statement you sug- 
gest an increase of nearly 10 percent in the failures of small business 
in recent months. -Could you give some indication by Dun & Brad- 
street as to why these small businesses are failing more than they 
used to ? 


Mr. Grorare. Excuse me. I have a memorandum from which I can 


draw a couple of notes on that,point. :Senator, I do not pretend to 
- come prepared to testify in any close analytical detail as to what has 
‘been happening recently. It.is known, of course, with the recession 
the rate of fafiired has been rising: It is-inevitable. I might add 
that. it is almost a secondary function of failures, the longer we get 
away from the war that rate of failure will rise, all other things 
being equal.. The rate is still, I think, around 60 per 10,000 cases now. 

Senator Crark. 64.8. 

Mr. Grorae, ' 64.8 ? 

Senator Ciark. Yes. 

Mr. Grorce. What period is that ? 

Senator CiarK. March. 

Mr. Grorce. The 64.8 figure is not seasonably adjusted. My figure 
of 60 was after adjustment. 

Senator CiarK. That is an increase from 53.2 in January. 

Mr. Grorcr. Yes; I am familiar with the January figure. It is to 
be compared, I think, with the rate of around 70 in 1939 or perhaps 
69, if my memory does not fail me; and of course it went far higher 
than that in the depths of the depression. 

Senator Crark. The figures we put in the record earlier show the 
high point. was 154 in 1932. 

Mr. Grorce. Yes. 

Senator CrarK. There is a gap in what I am reading. We do not 
have figures between 1932 and 1945. And the rate today is higher 
than it has been at any time since 1945. 

Mr. Grorce. Oh, yes. That would be almost inevitable. 

Senator CiarK. I do not seé why you szy it is inevitable. We have 
been talking about. recessions in 1953 and 1954 and 1948 and 1949. 
I think it would be fairly clear it was an indication the present reces- 
sion had gone far deeper than most earlier ones, would you not agree? 

Senator Proxmire: On the basis of the table which has every single 
year from 1932 to.1955, it is greater now than at any time since 1932, 
including 1939. 

Mr. Grorcre. No, sir; the numbers might be larger than in 1939 but 
not the rates. I did remark a moment ago it was my own feeling 
even though T am not posing as an expert on this question—and if you 

yant to ‘probe into it I will be glad to answer any questions more 
carefully from home base and with people who have experience in this 
department—but it: was my feeling for some time—which explains 
partly my suggestion of inevitability—that the rate of failure will 
rise the further we get away from the war up to a certain plateau, 
but I do not know where that plateau will be. 

Senator Proxmime. Are you speaking of World War II or the 
Korean war? 

Mr. George. World ‘War IT. 
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Senator Roperrson. I would like:to have the witness give us such 
supplemental statement from home. Apparently he does not have 
the last figures on the rate of failures of small business. I would like 
to have him supplement his prepared statement and bring this up to 
date and state why he thinks so many small businesses: are going to 
fail or have failed, and what the rate will be probably for some months 
to come, and conclude with what he thinks ought to be done about it. 

Senator OCiarK. I think the witness has given’us some idea’of what 
he thinks ought to. be. done because his testimony is very detailed. 
How long would it take you to get the answers to Senator Robert- 
son’s questions ? 

Mr. Grorce. I have some of it before:me, Senator Clark. His ques- 
tion is broader. now than the original question. 

Senator Ciark. I will be glad to hol the record open long’ enough 
to have Mr. George furnish the information that Senator Robertson 
‘requested. We have an executive session of the subcommittee next 
Thursday and we hope to act on the-bill at that time. I ‘guess you 
could get it to us by the first of the week. 

Mr. Grorce. I think I could. I would like to examine the question 
without regard to the time required to answer, As a matter of fact 
if I may attempt a quick reply on the major point involved in the 
question, I can do so. 

Senator Ciark. Perhaps that will satisfy Senator Robertson. 

Senator Rosertrson. It will probably be sufficient. 

Mr. Grorce. The latest analysis of classification of causes of busi- 
ness failures in the United States for the year 1957 runs.as follows: 

Neglect, 3.6° percent. 

Fraud, 1.7 percent. 

Lack of experience in the line, 12.8 percent. 

Lack of managerial experience, 18.8 percent. 

Unbalanced experience—one to which I attach a considetable weight 
myself—is 19.2 percent. 

Senator Ciark. What does that mean / 

Mr. Georee. I think it is one of the most common occurrences in 
business. A man has an idea and he has experience in a particular 
phase of management, whether it be in production, or invention, or 
advertising, or marketing, or promotion, but he does not have the 
complementary properties that have to go with it. As a result of 
the imbalance, he starts out with an excellent right to a trial in the 
business lists and then does not make the grade. 

Senator Ronertrson. Did I understand you to say up to this’ point 
the largest cause of failure is poor management ? 

Mr. Groree. Yes, sir, subject te many subdivisions which would 
take considerable time to cite. 

Senator Rosrerrson. All right. ‘Go ahead. 

Senator CiarKk.: Does that complete your present: answer to Sena- 
tor Robertson’s question ? 

Mr. Grorce. Yes. I will be glad to leave this with you if you wish: 

Senator Rosertson. I read some’ time ago an editorial in the Hearst 
newspapers by Arthur Brisbane where he said, as long as they have 
men of poor mind they are going to have poor people. ‘I do’not. know 
anything the Congress can do about. this management problem, if 
that is the biggest cause for failure. 
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Mr. Grorcr. If I may attempt a general observation: This is way 
.out of my assignment, but it is in response to, what Senator Robert- 
son has in mind, that of course there is no bar whatsoever in our'system, 
and properly so, to any American individual entering into business, 
And by definition that means that some very large proportion of 
them will be unqualified, at least to attain any considerable degree of 
success, even though they may survive. My remark centers around 
this $250,000 to $500,000. As Senator Proxmire was remarking to 
the previous witness, naturally we want to do everything possible 
to develop this first line:of défense‘against monopoly as the principal 
instrument available to us'in.developing economic as well as political 
democracy. And of course that:is true, because that is the source 
from which all business conies, the beginnings. But I would like to 
amend it slightly as far as niy own knowledge is concerned that the 
real purpose that you have in mind is the concern that. has already 
proved itself to. some degree and is-ready to move forward to a new 
dimension of operations and requires funds that it cannot get. 

Senator Proxmire. I. think that it would:be very. unfair. and ‘dis- 
honest for anyone to represent that this is going to help the mass of 
small-business men. It is not going to. It cannot when it is limited 
to $1 billion. Neither of these bills would do that. for exactly the 
kind of person you are talking about, the able person who has demon- 
strated good management, who has succeeded and. who is an excellent 
investment for an investment agency. 

Senator. Roperrson. When we embark on that type of enterprise 
we have to give consideration to two factors. We have to give a little 
more favorable tax climate, and we have to do something about mo- 
nopolistic competition. We are not reaching that problem: at all. 
We have the laws, but that is all we have. We have no adequate 
enforcement. 

Senator Proxmire. I agree with. the Senator on both counts en- 
thusiastically. 

Senator Roserrson. I assume that, having been in the Congress for 
many: years and an economic adviser of the oldest and biggest firm 
that makes these ratings on worth.and prospects of business enter- 

rises in the Nation, you must have given some thought to this sub- 
ject of monopolistic practices. i 

Mr. Grorce. May I make a comment with’ respect to the first part, 
which is the main reason for the distinctions 1.make between the type 
of testimony I was covering in this.paper and my relative lack of 
preparedness ‘on the failures figures, which does not happen to be 
one of my routine responsibilities in the company. ° I do try to keep 
familiar with them, but T-do not regard them as pertinent’ to the par- 





FINANCING SMALL BUSINESS . 885 


ticular purpose that is before you today, because: of my distinction 
between the run of mine companies that come and go, and those that 
have demonstrated some capacity and show promise of being a real 
factor in the business community in the future and need help at that 
point. | | 

Senator Ciark. Mr. George, I do think-that quite inadvertently we 
-have been a little unfair to you in asking you to expertise on a subject 
on which you did not hold yourself forward as being an expert on 
at all. 

Mr. GrorGe. It is not my responsibility. 

Senator Crark. I would like to ask one question ‘about this tabu- 
lation. called “Classification of ‘causes'-of business failures in, the 
United States in 1957,” which you have handed to me. I- note that 
you give reasons for the failure of each of the 13,739 firms which 
failed in the United States in 1957, and that you have broken them 
down ‘into both numbers and percentages.. -I am.a little ‘startled 
to find that you do not attribute the failure of a single small-business 
concern in 1957. to lack of adequate credit or capital. I wonder if’ 
you want to stand on that statement. Your statement indicates that 
in general bad management was the cause for all-failures. Do I tike 
it. you do not think lack of credit contributed to the’-failure of a 
single company ¢ 

Mr. Georce. I think, Senator, the only way I can reply .to that, is; 
that it runs against the grain with me.to assign a result to any parti- 
cular cause by itself among the hundreds that are present. 

Senator CrarK. I would tend to agree with you, but this.statement 
certainly does assign causes. 

Mr. Grorce. I remarked in a previous reply that, when we speak of 
management and defects of management they subdivide into many 
particulars, and you find any combination in the world in different 
vases, and they seldom repeat. . 

Senator Crark: T understand that, and your statement breaks 
down into underlying causes’ and into apparent causes, and nowhere 
on the sheet is lack of credit listed. as a possible cause. . It. seems to 
me that is a pretty extreme position. 

Mr. Georce. It might be. Capital deficiency may be a contributing 
factor even when.it isnot dominant. I-suspect that insufficient capital 
is not so much responsible for failure as for failure to grow. » Those’ 
analyses are not compiled merely. by our own people. We area report- 
ing agency. 

Senator Crark. Nonetheless, for what it’ is worth, I think this 
statement should appear-in the record; and I-will ask that it appear, 
unless you prefer not to have it in the record. 

Mr. Grorce. I have no.objection to'its being in the record. 

Senator Criark. T think it should. go right after this colloquy. 

(The table referred to follows:) 
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Mr. Georges. I would like to point out that my.own presence here 
and my testimony is a denial of any, belief on my part that there is * 
not a definite problem existing in filling the void for capital at certain 
stages of development in business. 

Senator Crark. I am glad you made that statement,’ because I 
think it does help to clarify the situation. , 

Mr. Georce.. Things are. so. interlocked. That is our problem 
basically. 4d 

Senator Crark, In view of our time limitations, Mr. George, I 
would reverse myself on what I said afew minutes ago and ask that 
your entire statemient be printed in the record at the end of, your 
testimony, and ask you to the extent that you can to summarize it 
without reading it, stressing your comments, on the pending legisla- 
tion for the benefit of Senators Proxmire, Robertson,and myself, so 
we can have opportunity to question you a little before we have to go. 
We also have another witness with a long statement. 

Mr. Grorce. I will do my best. 

Senator Criark. I think the two bills we are primarily interested in 
are S. 3643 and S. 3651, because they represent developments on 
earlier legislation. I think it is likely that the subcommittee will 
concentrate on those two bills. 

Mr. George. This I came to learn after my investment in time was 
made; but I would like to preface it by the statement of principles 
at which we arrived in our-earlier study, the 1952 job, which led me 
to fairly definite conclusions regarding the adequacy of the facilities 
for supplying both long-term and equity money, We felt at that time 
that the record supplied evidence of holes in the nationwide credit 
mesh wide enough for many small concerns to fall through. 

Senator Cuark. That is what we have been calling the gap. 

Mr. George. Second, in undertaking the changes in machinery, it 
would be essential not only to provide for pools of capital ‘that would 
be large enough to give.the operation a real test but also to supply 
complementary managerial and technical aids to the small concern; 
even to the point—and this is a matter upon which'I'lay great stress 
and to we I will probably revert later—of requiring acceptance of 
it as a condition for the receipt of the equity or long-term capital if 
that should prove necessary. - If I may continue to interpolate’ at this 
point to be sure to get:the important things in my mind on record, I 
think probably the two things that stood out with me after studying 
these bills was the continuing need for stress on equity, for which many 
of the bills provide, and second the need for.a terribly clear recogni- 
tion-of the fact that, following Senator Robertson’s remarks a few 
minutes ago, changes in the. tax, laws or in the. antitrust laws or in 
procurement or in finance will not realize their full potential unless 
coupled with provisions of managerial. aid and technical aid to many 
concerns. By way of throwback to a previous question of yours, that 
is very frequently essential becausé ‘of imbalance in the talents of the 


‘people who desire the funds. ° Now, the job‘should be. done 


Senator CLarKk. One problem there, if } can interject from my own 
experience when I was practicing law, is where’ you are going to get . 
that competent assistance. Most of the-really competent: managerial 
technicians are making money in their-own businesses and are not 
available for consultation to these other small businesses.. ‘It is true 
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there are.a pumber of fir ms—there have been more lately than before— 
which concentrate on this kind.of managerial and administrative and 
financial and technical assistance. 

Mr. Grorcr. They cost money. 

Senator Crarx. There are not too many of them. 

Mr. Grorce. No. 

Senator CrarK. Maybe they: are not tle top-level people. If you 
get to a point’ where you are having somebody on the staff of the State 
‘or local development company, or even, on the staff-of tne Federal 
Government agency, you are pretty lucky if you get, first-class talent. 

Mr. Grorcr. That is right; and it has to be a slow buildup. . As a 
matter of fact, that is the basis of one of my criticisms of some of the 
bills.» They have ‘such elaborate mechanisms for w hich advisory hel} 
would have to be provided at so many levels. 

Senator Ciark: Of ‘course, what we are saying is that brains are 
in short supply all over the world. 

Mr. Georce. You have to..realize also in these days of benevolent 
government and also benevolent capitalistic practices, thére are lots 
of retired men today who. will be glad to-make themselves’ available 
for services of this sort to a larger extent than was true.in the past, 

Senator Crarx. I think that i is true.. Of course, in many instances 
their energies are not such that they can really give it the full time 
that is necessarly. This is a'24-hour-a-day job. 

Mr. Grorce. I am simply amazed at some of them. A mere change 
is enough for thern. And part time will help. 

Senator CrarK. Of course, there are 96 of them in.the Senate. 

Mr. GrorGe. Well,.there is really a*personal interest in my remark, 
because I'am coming close to qualifyi ing myself. 

Senator Proxmme. Mr. Chairnian, I think you areon a very erucial 
‘point here. I think that we are kidding ourselves if we think that 
anything that we are talking abeut here is going to have any effect 
whatsoever on this chart. .We are not going to ‘kee ap anybody from 
going out of business, and therefore the testimony on the lack of man- 
agement by peaple who are failing just is not pertinent necessarily. 

-On the possibility that a company may have excellent management 
but is not growing and that should grow, this legislation may provide 
it. Are you telling us that in order to make it possible for manage- 
ment to -grow.and expand and to find that kind of management, it is 
going to be necessary for us to provide additional management train- 
ing. or assistance, or ‘do you not-think it is possible in view of the need 
which you grant in your first point here to find-management that is 
able but that simply needs this gap filled ? 

Mr. Grorce. Yes. I would not want to limit myself offhand to the 
sources Of this kind of help, because I' think with a little imagination 
and with the feeling for the public interest in so many people, that 
once an agency is set up on,a solid basis and is a going concern, it will 
attract. more people than we can imagine ‘at the present time. I 
believe it has-been the experience with the New England investment 
companies that they get, all sorts of free advisory help not only from 
the commercial banks but, also from individuals and from.their own 
directors and others. _I mentioned the pool of experts gradually be- 
coming available in the growing number of successful -retired men who 
will be glad to serve at least on an advisory capacity. You lay down 
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a stern test, and that is that this is a 24-hour job. If we-do not have * 
the available men for 24-hour jobs, we can use men for 3-hour jobs 
or 5-hour jobs. I think a great deal of flexibility has to go into it. 
Senator CiarK. What: the investment agency is looking for is not 
only a good product, not only other attractive possibilities, hut good 
management. When . they find good management, they make the 
investment if they have these other. essentials, of course: | 

Mr. Grorer. That is right: ’ 

Senator Roserrson. I would like to ask three brief questions of the 
witness. One, do you think Congress should enact legislation on this — 
subject ? Two, should ‘we ‘have a new agency, or should it be handled 
by the Small Business Administration or handled: by the Federal Re- 
serve Board? Three, what is your plan to get equity capital, if as.you 
say on page 5 of your prepared statement the average small business 
does not want.to givé equity considerations and pr ivileges to those‘who’ 
furnish what might be called equity capital? Can you answer those 
three questions / 

Mr. Grorce. If I could, of course, your problem would be solved. ' I 
will try to answer them. I think on the first, question that Congress 
should enact legislation.. I think thére are too many business firms 
that are in difficulty that ought not to be in that state. 

Second, as to whether a new administration should be set up’ or thé 
business handled. through the Federal Reserve bank, which 1 believe 
was your second question 

Senator Rospertson. The Federal stated they did not want tp do it. 
Several of the witnesses expressed a preference for that, but they. do 
not wantit. | 

Senator Ciark. We have it in S. 2160, which is Senator Sparkman’ s 
bill, and it was in Senator Johnson’s original bill. The Federal Re- 
serve kicked so hard we concluded we should -not force-it on them. 

Mr. Géorce. Senator, I am a free witness, and.all I can say is what 
I think. I have had many friends in the Federal Reserve System 
on both sides of this fence. “My own feeling is that. it would ' be 

far preferable from the long-run viewpoint to forestall some of the 
great hazards in the administration of a growing network of ¢apital 
credit in the Government to have the job done in'the Federal Reserve. 

Senator C nan: Even though they donot want it ? 

Mr. Grorer. I do not think that ‘is conclisive, although’ it is a 
matter for the Congress to decide. I think they have the facilities 
to do the job. They have the experience,, the staff, and the under- 
standing of the problem, arid'if you give them a job to do they will 
do it capably. 

Senator Rospertrson. Mr. Chairman, may I just interpose that from 
what I have learned about the problems so far and hearing these wit-. 
nesses my personal preference would be to get the Fede: ‘al Reserve'to ' 
do this job. I certainly do not*want a new agency to doit. Ido not, 
see why the Federal Reserve Board could not do it rather than the 
Small Business Administration, which was instituted primarily ‘to 
furnish operating short-term capital. 

Senator Ciarxk. Let us get the views of the witness on whether SBA 
can do it adequately. 

Mr. George. I am not familiar enough with the operations of this 
particular SBA to entitle me to give a firm answer. I can only say 
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I have ens impressed: with the efficiency and the integrity of the 
people who have been responsible for this operation. 

Senator Cuark. Of course, it is a spiritual descendant, a pretty 
anemic one,ofthe RFC. |. 

Mr. Grorcr. That permits me to speak much more freely. 

Senator CuarK. I hoped it would. 

Mr. Groreer. I think there is always the danger inherent in a gov- 
ernmental lending organization for. things to go awry, for responsible 
individuals to become subject to both external and internal pressures, 
to which in some: unpredictable way somebody will sometimes yield. 


but Ido not want to be classified as one ‘who is hostile to Government. 


Senator Roperrson. An independent nonpolitical agency will never 
become involved in mink coats or anything like that. 

Mr. Groree. I think ydu have to do your best. to draw the line 
between exclusive Government responsibility and exclusive reliance 
on private capital that will not supply you with either the manage- 
ment or funds that you need. I do not ‘know any other place to look 
for it than in the Federal Reserve organization. 

‘ Senator Roserrson. Now if you will answer my last question. 

Mr. Grorcr. As tothe sources ofequity? «| 

Senator Ropertson: Yes. You said they do not want to give the 
people that put up equity capital the. privi eges that usually.go with 
equity capital. 

Mr. Gzorce. This’ goes back to’ a remark that I fairly pushed into 
my observations in their early stage, because I was afraid I would 
not get it in, that is my feeling on the importance of attaching man- 
agement to’money, in. giving the help for which many small businesses 
today are looking. This question. is also tied in to the very _last 
one about the locus of the organization.’ If we place it in the Fed- 
eral Reserve Board, of course the-Federal Reserve Board could sup- 
ply the equity capital in the first instance. Further more, I. think 
that the Federal Reserve is ideally situated: to act as. a prime Po 
and then get out of the way when the machinery is running. ‘I do 
not know of any other organization that has that facility. “T think 
that under the auspices of the Federal Reserve organization there 
will be a quicker response, a quicker surge of confidence in the general 
business community and among investors that will prompt them to 
take over the shares from the Federal Reserve at an earlier date than 
would be the case with an organization lodged in Government. 

Senator Ciark: Mr. George, would you go back to your many times 
interrupted task of summarizing your prepared statemént ? 

Mr. Georct. I-did summarize the first two principles that came out 
of our rather extensive inquiry in 1952. 

T do think the job should be dorie by private agencies. I regard this 
as one of the simple principles to which most people will adhere. For 
our purposes, we have to,regard the Federal Reserve System. as a 

rivate agency, but’ with the qualification I.explained a minute ago. 

The fourth principle with which we emerged w ‘as that just as public 
agencies should not preempt the work that a private lending agency 
can handle, so unique private organizations, especially if given special 
tax or other advantages by the Government, should -be very careful 


not to preempt the functions that private business can competently 


handle. The most obvious illustration of this would be the ‘one that 
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I have cited, and that is that utmost care should be taken to insure 
throughgoing synchronization with the commercial banks, which 
incidentally again would be far easier and swifter if the Federal . 
Reserve were going to do the job than in case a new agency had 
to be honed down over a long period of time to a degree of sharp- 


‘ness that would enable. it to discharge this most difficult function. °° 


Senator Crark. Of that, that would not papeteany be true of the 
SBA, would if? ‘ 

Mr. Grorce. I think it woebl be true to a lesser degree. 

Senator Crark. Why would the ‘Federal Reserve be able to over- 
come that deficiency any better than the SBA? |, They are both goin 
concerns. Both have.a certain amount of expertise in this field. 
personally prefer the Federal Reserve, but I am a little reluctant to 
force something on the Federal Reserve which it does not want, and 
the SBA appears to be’ anxious to have this.’ ‘Ido not know whether 

that zeal, which after all does deal with personalities and not organiza- 
* tion, is a valid excuse for accepting the second best <n 
setup. Iam just in doubt-about it. . 

Mr. Grorce. That is ‘right. , I struggled with the problem, too, , 
without perhaps nearly the conviction that I ari putting into my words 
how, because, I am trying to answer a question, and that is, the way . 
that, I came out. “One of the reasons is that I think the Federal Ke- 
servé is more deeply lodged in. the business’ community. . It will com-, 
mand. confidence more ‘readily. Another «reason ,is that there are 
dangers in the: development of. a new function in Government, par- 
ticul: arly those having :to do with the dissemination of funds that do 
not exist in private enterprise, and there is always the possibility at 
some unpredictable, time of their exploding: 

Senator. Crarx. The Federal Reserve System, we ‘proudly: boast, is 
privately owned, but it certainly gets'a good ‘overcéat: of government, 
on. it. 

There is another factor which bends my mind toward the Federal 
Reserve, and that is in my judgment it has a good deal’ of’ prestige in 
the business community, more than the SB: re which is ‘not intended, 
as a criticism of the SBA at all. The SBA is what is left by a reluc- 
' tant Congress of the wreck of the RFC: , I think this program would: 
be more successful if it had an institution ‘with very. high prestige, 
behind it. 

Mr. Grorce. Yes. After all; that is my view. T'am not at ‘all un- 
aware of the major functions of the Federal Reserve to regulate the ° 
quantity of money and ¢redit. and to supply credit in the quantities 
that are suitable to public need at different, stages of the business ¢ cle 
and to defend against boom and bust, but these-will remain their 
primary responsibility. But..the fact that they are .preeminently 
ae kve to do one thing does not mean to my mind that they should 
not asked to do another if it falls within their gompetency.  ]°* 
recognize that I have not been a party to the dise ‘ussion and have no 
right to be arbitrary. 

[ would add one thing if I may, and that is thit in foreign coun- 
tries, the only ones with which we have experience, in. Britain and 
Canada, the central bank is used as a matter’of course: 

Senator Crark. I think the makeup. of the boards of directors of 
the regional Federal Reserve banks would. give. great’ prestige to a 
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small business credit organization lodged w ith the Federal Reserve, 
don’t you? Those sain e come ‘right from the grass roots of the busi- 
nesses in their own communities, and with their support this thing 
would have a real chance of gettin ae 
_ Mr. Groree. I think it would a I am quite sympathetic with the 
reasons for the Federal Reserve not wanting to do it, and I think if I 
were there perhaps that is.the position I, would take. But here we 
have-another problem foisted on the Government, and.there is not 
any. natural place to do it, so we-have to find one which has the most 
advantages and the least evils. 

Senator CiarKk. You and I are enjoying‘ ‘ourselv és at the expense 
of the next witness, so let’s go ahead. 

Mr. Grorct. Perhaps I can limit myself to the principles. 

I would like to stress that I think it, would be,a mistake to compel 
immediate conduct of the’ operation on a global scale. -I felt, this 
. rather strongly, I remernber, in 1952, because,thiis is a new animal. _It 
is beset with difficulties. It requires ‘either through the Federal Re- 
_ serve or through the SBA ‘the formation of a new network, and to 

repeat a phrase I used a minute ago it.is going to take some'time to 
grind it down to‘effective oper: atin. status.’ And I think I have the 
climatic feeling about it that if we do things in the grand manner and 
it flops it is going to-put’ the cause: for small business financing back 
another. Saute. 
. Senator Crark. Following that up, would it be your view that we 
‘ should pretty rigorously restrict the number 6f inv estment companies 
to which.aid would be given by. the Government? 

Mr. Groree. 'I really can only go back with. any confidence to the 
‘ period on which I was informed. My’ feeling then ‘was on: the’ basis 
. of the agreement and almost enthiisiasm of some of the regional banks 

‘of the need for a service of this kind that the logical thing to do was 


to start where; the enthusiasm existed. That was my proposal. at, 


that time. , Now we are in a different environment, and if you should 
be operating through the SBA rather than thr ough the Federal, then 

a new tactical problem is createtl for that agency in ‘selecting. where 
they are going to operate and that sort of thing. _ So I do not: think 
I can go fone that. I,would prefer the start.to be ona small scale 
if tactically and diplomatically it is found possible to do so. 

Senator Ciark. In other words, you would like to see a pilot project ? 

Mr. Grorer. Check. 

Senator Ciark. Let us turn now to your specific comments on S. 3643 
and 8.3651, with the wriderstanding that the committee and staff will 
carefully study your commerits on the other bills, which for the 
moment at least have been pushed a little bit in the background. 

Mr. Grorce. Of course, I spent a good deal of energy on S. 3191, 
which I thought seemed to call for it and at that time seemed to have 
a status in the situation here. 

Senator Ciark. We may. come back to it, but at the moment. it 
lodks as though those two are receiving more favorable consideration. 

Mr. Grorce. My comments there are not long except for one, which 
I can abbreviate. With respect to S. 3651, I do not like to see the job 
handled ‘by an’independent Goyérnment agency, for the reasons 1 
liave already given, and I am not going to elaborate on them again. 

Second; I likewise think it unnecessary to-rely on the Treasury for 
funds for the agency. 
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Senator Ciark. You think there ought to be appropriated funds? 

Mr. Grorar. Well, of course, in my approach that would not be 
necessary. 

Senator CLark. Because it would come out of the Federal Reserve 

Mr. Grorcr. Yes.. It isreally part of my point. 

Third, I do not see the point of permitting loans to State and local 
development corporations only’ to the extent they will ‘use them ‘to 
supply equity capital. 

Senator Ciark. I think you can pass that, becausé we agree with 
you.. We propose-to amend the bills ace ordingly. 

Mr. Georce. Fourth, some of the, figures look strange when juxta- 
posed. All that I am getting at there is that the maximum advance 


that: the SBIA can'make to any organization is $500,000. I believe 
that is composed of $250,000 contribution to capital and $250,000 in 


loans,‘ and. the total: amount of lending power from the Treasury is 
$250 million which could support an awful passe] of investment 
companies. 


Senator CiarKk. Of course, those figures which you refer to. are: 


only where. there ‘is a minimum’ investment ‘by the local capital. 
They would go up, in proportion as the, local capital contribution 
went up. 

Mr. Georce. That is: right. “You provide for growth. there. As 
a matter of fact, at some point somewhere I wrote that you might 

‘aise the SBIA investment in a-single investment. company; looking 
toward. growth, or you could do both, lower the $250 million 
and raise somewhat the $500,000. * But. there is tlie .dis¢érepancy be- 
tween the two figures, which seemed a little gross to me. As I said 
here, while I have no objection to the purpose and I can understand 
the reasoning, out of some experience of my own = government. 
[ was in Government service for a. good:mahy years, I do not like 
to see funds disposed where they are.unhecessary. 


Senator Crark. That pretty. well completes your comment on 


S. 3651, does it not ? 
Mr. Grorcr. Yes. I am looking-for S. 3643. 
Senator Crark. Page 9. 


Mr. Groree. My division was Piatti your consideration of bills ° 


which prov ide new agencies and those that would use the old. On 
the previous page you will find objections to the short bills that were 
aimed'to strengthen the Sthte development corporations. They do 
not necessarily. assure a.step-up in the flow of equity. capital,-which .is 
always one of my prime objectives, and neither appears to pi ovide for 


mi ukin loans contingent upon acceptance of managerial and techni- ' 
cal aid by the borrower as occasion demands, and ‘perhaps, the most: 
fer vent ple: 1 I could make would be to promote that consideration on . 


a par with all other conditions for loans-and equity. in any bill that 


is passed. 
Senator Ciark. J agree that that js important. Tani just ‘w onder- 


ing whether it is the kind of a thing you want: to, write into & Statute 


or le: ave it. to administrative discretion. 
Mr. Grorce. A lot of bills already show signs of yielding to pres- 
sures. Here we have a rash .of ‘the convertible debentures, for one 


thing, and I do riot quarrel with them, they seem like the best practical 


and simplest way of giving people equity capital and somehow or 
other keeping a hold on your money incase things go to pot. 
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. Senator Ciarx. Do you not think we have to leave a good deal of 
flexibility ‘to the administrator;, regardless of whether it is.in the 
Federal Resérve System or SBA or an independent agency ? 

Mr. Grorcr. I am glad you put it this way, because it gives me my 
handle. I think the Federal Reserve System or its successors in this 
role are going to be less hesitant in availing itself of the rights of 
ownership than SBA—I mean any Federal agency other than the 
Federal Reserve System, with its gradual turnover of the stock ‘to 
private ownership. This ‘is one of the things that really. mattered 
with me. 

Senator Ciark. I take it you would write a pretty strong clause 
right in the legislation with respect to managerial assistance ? 

Mr. Groree. I think I would write the language there. How effec- 
tive the language would be' depends upon, of course, the structure set 
up to administer it. Sorin ae 

Senator Crark. I came out of the executive branch of the Govern- 
ment, and I. am very hesitant to.accept these legislative restrictions 
on administrative freedom. I realize that you have to have some, but 
the more detailed the legislation it has been my experience the less 
workable it is. ; 

Mr. Georce. I think thé language could be quite simple, merely 
asserting the evaluation by Congress of the problem with which we 
are dealing and their.intent with respect to the use of those powers, if 
necessary. 

Senator CuarK. In other words, a statement of policy? 

Mr. Groree. A statement of policy. 

Senator Ciark.- Does that complete your comments on S. 3643 ? 

Mr. Grorcde. As I recall—I am going back to memory a little bit 
now—$100,000 minimum. of capital, and theré was a limit on the loans 
to any individual concern for $250,000, and I think the kind of seed 
corn which we are interested in'is'the people who have made. a place 
for themselves in the world and are ready to move into optimal opera- 
tions at. another level—which.is the way in which business grows— 
and they cannot get-under this very.often. ‘And the limitation’on the 
term of the loan is quite severe.. It is lower than in any of the other 
bills, I believe. | . 

Senator Proxmire. Do you have a specific limitation to. suggest to 
us? ’ : | 

Mr: Grorce., No. I would have to be arbitrary, like everyone else. 
I would get together with other people who have studied this problem. 


We would probably say somewhere between half a million to a. million. 


Senator’! Proxmire. A number of people have affirmed we should 
have a limitation of this kind:’ I think the American Bankers As- 
sociation testified, to that extent, that we should have a $250,000 limi- 
tation. 

Mr. George. I, know. ' As. a matter of.fact, a while ago this would 
liave been liberal. After all, there has been inflation in the meanwhile, 
too. I do not want the medium people to be put in any jeopardy. 
They need this support, and how art they going to get it in the 
market——a man who wants even a million. 

Senator:CiarK: Does that fill the bill? 

Mr. Grorce. I think it does. 

Senator Crark. I have one question’ I would like to ask you about 
S. 2286. - You: remember that little bill of Senator Fulbright’s. This 
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has reference to a comment you made earlier about the need for mana- 
gerial assistance. We have been flirting with the idea of putting 
section 3 of S: 2286 in the bill which we will discuss in executive session 
next week. That section authorizes grants to State development credit 
or finance corporations and to colleges for studies, research, and 
counseling concerning managing, financing, and operation. of small 
business, for the, purpose of providing. information on a local level. 
It makes.an appropriation in that regard of $2 million, with a caveat 
that no State could. receive more. than $40,000 in any 1-year. Do 
you think that kind of investment is worthwhile? ' 

Mr. Grorer. It is a little hard for me to.answer offhand. TI offered 
- no objection in my’ paper, and I did call attention to the fact that 
great light was promised for us ‘on this: subject at the President’s 
Conference on Technical and Distribution Research for the benefit of 
small business last fall: If I were obliged to make a decisiori on it, I 
would go to those people and find out how much progress they have 
made. - I do not know. 

Senator. CrarK. In other words, you ido not have any strong views 
one way or another ? 

Mr. Georce. Not offhand. I have no intuitive objection: to what 
they are trying to do. 

Senator Ciarx. Thank you very much, Mr: George. You, have eer- 
tainly been a stimulating and helpful witness. It has been. a real 
privilege to the committee to have you here. 

Mr. Grorce. Thank you, sir... I am very glad to be here, and Tam 
very deeply interested in what you do, I-have also just remembered 
that I have neglected formally to clear my employers of responsi- 
bility for any of the views I have expressed. “They are personal. * 

(Mr. George’s prepared statement follows :) 


STATEMENT OF EpWIn B. GEORGE, DIRECTOR OF Econbmies, Du N & BRADSTREET, 
Inc., New York, N. Y. 


I.can best begin by reference to a rather extensive study * of the a of 
small-business financing which I made’ back in 1952. This led me to some fairly 
definite conclusions with regard to adequacy of facilities for supplying long-term 

-loans and equity money to small concerns. .Of such conclusions, ‘the more 
Tt tea were: 

The record provided sufficient ev idence of defects in our financial machinery 
in tae respects tu warrant experimentation with new agencies (or with exten- 
on of functions of existing agencies) as remedial ‘devices. 

. In undertaking changes in machinery, it, would be essential not only to 
prov ide for pools of capital large enough to give.the pperation a real'test but to 
arrange. for complementary managerial and. technical aid to small Concerns’ and, 
if the. financing agency thought. necessary, to. make’ capital, accommodation 
contingent upon acceptance of such aid. Typically, small outfits would fall well 
short of reaping the benefits of adequate access to capital (or of desirable changes 
in taxation, the antitrust field,‘and Government ‘procurement policies,and pro- 
«edures) in default of substantial improvement in their mranagement: 

3. The job should be done by private agencies. (In this context, the Federal 
Reserve System was to be regarded as a private agency and was-in any event 
expected to dispose of much of its stock.) ‘There was never valid reason, for 
the Government to assume a task if the latter could be handled adequ: 
necessarily better—through private setups. This appeared to be the case: Some 
Federal encouragement and ‘assistance might bé required to launch the operation 
and. it was desirable 'that suppliers of money be able to tap Government advisory 
facilities already in being, but the basic task could be discharged ‘by such :people. 


‘Can Small Businesses Get the Capital They Need? Dun’s Review, September 1952. 
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4, Just as public agencies should: not preempt work that private agencies can 
‘handle, so unique private organizations, especially if given special tax or other ad- 
vantages by the Government to encourage their establishment, should not invade 
the province of existing private outfits so far as these were performing satisfac- 
torily. Specifically, utmost care must be taken to insure thoroughgoing synchro- 
nization with commercial banks and other institutions which must be among the 
main feeders of any new agency and which can suitably carry a large part of the 
required service and invéstigatory work: ° 

5..I1t would: be a serious mistake -to compel immediate conduct of the opera- 
tion on a global scale. The need, rather, was for arrangements which permitted 

selective progress toward the general objective. ‘ 

How do these judgments look from the vantage point provided by a half decade 
more experience and literature? ; 

I am still inclined to say. ‘with my list. Since 1952 there have indeed been 
studies made, considerations advanced, and changes in the.general environment 
occurring which suggest; that the financing difficulties of small business may not 
be so acute as some thought earlier. But I,have not: bebe persuaded that there 
is not a significant problem. 

I say this even in light of Mr. Schweiger’s excellent doatitbtation (study 5) to 
part I of the Federal Reserve System’s recent report on financing small business. 
Schweiger ‘makes ‘a genuine case for two propositions:; (1) that despite the 
’ changed tax position matters ‘Were léss serious in the poswar:decade than in at 
least part of the prewar. period and (2).'that the alleged difficulty faced by small 
’ business in securing equity is due in part at least to their lack of all-around know- 

how as against inadequate financial’ im: ichinery and to this extent requires a 
_ different sort of remedy. (On this point, see pp. 147-148 of his study.) The 
second ‘point, however, is a relative one; and on the first, he reeognizes himself 
that the first postwar decade has been highly atypical from the viewpoint of avail. 
ability of funds’from informal sources, including the small-business’ man’s: own 
accumulation of liquid assets. 

Moreover, some othe. material appearing in part F of the report and in. your 
committee’s hearings’on credit needs of small business last spring is directly in 
line with several of my views. As an illustration, in their survey of availability 
of me capital for small-busitiess Ventures :(see Federal Reserve Report, 
part 2,°VII) the staff mémbers of various Federal Riceve banks found not only 
that capital [for] small business ventures is ‘available mainly to the relatively 
more promising: ones and on rather stiff terms” but that-“one reason cited almost 
universally for: the rejection of small-business financing-requests is some defect 
in management, usually some ‘form of unbalanced managenient r: ither than bad 
management.” (Op. cit., pp. 526, 5381.) , Equally ‘in line is the experience of 
State’ development corporations outlinéd by Mr. Alfred:Neal in his statement be- 
fore your committee’s forementioned hearings. (See p. 260 of the published 
testimony.) In-brief: I concur with virtually. all of the conclusions of the, Ban- 
ner-Kaplan analysis, as in. study. 4 of part I .of the Federal Reserve's 
Report. 

So much for standards in. light of. which I have. sought to evaluate the bills 

which your committee has under consideration. ‘Turning to the bills themselves, 
it is apparent that, they.‘can be.grouped,in'two general classes. One of.thése, em- 
bracing S. 2160, 8S. 3191, and ’'S! 3651‘includes proposals: which are designed -to 
deal with the problem through creation of new entities.. The other class covers 
legislation that-aims merely to extend the powers of the Small Business Admin- 
istration, assigning to that agency authority-to-enter in varying degree the long- 
term capital field. It will be convenient tq consider the two classes in order. For 
the most part, I shall assume familiarity with. each. bill, skipping sumniary state- 
ments of its full content. 

Of the bills in the first class, S. 3191 is the most formidable. -In same respects 
it meefs my standards. But in several} it:strikes me as defective.’ .To'be specific : 

1. I still do not see the need for supervision of a. Capital-bank setup by a new 
independent agency of the’¢ sovernment, a Small Business Capital Bank Board, 
as agi 1inst the Federal Reserve Board. 

‘Section 205 '(d) of the bill provides'that funds for purchase of debenture 
bonds of capital banks be obtained only from private investors.: By: the standards 
set forth above, this is laudable if achievable. But I-am uncertain that all the 
‘money will be forthcoming on acceptable terms if the Federal Reserve ‘banks are 

section 205 (d).;. when read together 
with section. 205 (b) and 205 (c), suggests that they‘are not so regarded by’ the. 
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bill’s draftsmen. In any case, it seems to me desirable to list the Federal Re- 
serve banks specifically as among eligible subscribers and to provide for their 
purchase of such securities as are not bought by other sources. 

3. I have doubts about the desirability of placing between the peapaekl capital 
banks and seekers of capital funds the small business investment associations 
for which title IV provides. Among my reasons are the following: ‘ 

(a) I cannot see, Why access of small business to equity capital in any given 
area should be made dependent ‘on the willingness of at least 25 such concerns 

. in that region to start a separate corporation.: Is this supposed to be a test-of 
need for equity capital? If so, it doesn’t seem to me to be,a realistic one, ,at 
least ‘for. all regions. One of,the-big problems in this whole field is that small 
firms want equity without:conferring the immediate or potential rights of equity ; 
hencé, formation of ‘capital banks has as its objective not merely provision of such 
capital on terms more attractive than small firms can secure through.other chan- 
nels (e. g., public stock flotation) but establishment of a palatable source toward 
which banks and others ¢an push loan seekers who really need equity money. 
So many small outfits being reluctant candidates, proposed -method does not 
seem likely to achieve the purposes of the plan. 

(by This apart, I-think that it ‘would be better to have the apparatus for 
providing capital funds and that for providing. long-term loans within the 
same organization. Switching people from one of these to the other 4s occ asion 
demands is easier on all Counts when both are.under one roof. 

(c) Similarly, resort to associations would doubtless involve some duplication 
of scarce resources, notably competent advisers on technical and managerial, 
matters. In order te do a good job on; long-term loans, the capital.bank would 
presumably néed ‘to’ have, such personnel available—though this is nowhere, 
recognized in the bill, except in-a tail- end way (the word “experts” in section 
302 (a)), and good all-around counsel mdy prove:to,be the princi _ benefit to 
some small business’that any legislation Will confer despite the elaborate pro- 
visions for money. A smaller total staff would be required to'do the same thing 
on equity (and provide such'services on a fee basis to State and,local development; 
organizations) than if 2.or 8 separate staffs, each ‘handling fragments of the 
job, had to be employed. 

4.. Whether or not associations are established, my guess: ‘is that it would be 
safe (and probably better) to reduce somewhat both the capitalization ‘authorized 
and the volume of debenture bonds allowed for capital banks. -True enough, the 
banks. will need funds sufficient not- only to: provide equity .capital but to make 
direct long-term loans to business and to assist State and local develqpment 
corporations. The totals permitted, *however,. seem substantially larger than “ 
anything which will be needed; ahd although, they are merely permissive, not | 
mandatory, the very provision for them‘ could lead to undue. pressure for lax 
standards. However; I don’t feel very strongly about this point. 

With respect to S. 3651, I also have, several reservations : . ‘ 

1. Ldon’t-like to see the job handled by an independent Gover nment agency— 
here the Small Business Investment Administration—or for that matter by anx 
agency subject to the dictates of ‘a board composed .exclusively of members of 
the.Government. af 

2. I am likewise opposed to reliance on the Treasury for ftinds for the agency— 
though the amount of money provided, as.distinct from its source, is not dis- ' 
turbingly high although I'would prefer a smaller one. 

3. Iam oppose to nermitting leans to State-and local development corporations 
only to the extent.that such funds will be used in turn to supply equity Capital 
to small business corncerhs.. Alternatively, why should not the State and. local 
develonment companies be allowed to convert as in the ease of the State chartered 
investment companies? : 

4. Finally, some of the figures took strange when juxtaposed. As the: bill 
reads, the overall ‘maximum (loans’as well as stock acquisitions), which the 
SBIA can sink in any one investment company is $500,000... Against this, provi-- 
sion ‘is made for up to $250 million of lending plus inv esting power., This total , 
would thus suffice to. support at least 500 investment companies—and conceivably 
thousands... In’ my judgment, emergence of afivthing close to even the lower™ 
number would spell’ inefficient small-scale. operations, espécially with respect ‘to 
utilization of competent personnel to advise small ‘concerns , on‘ managerial, 
technical, ete., problems. In principle, of course, this doesn’t make,an¥ differ- 
ence since the $250 million total is merely a permissible ceiling and since the 
Administration is given wide discretion’ in deciding whether or not. to allow 
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formaton of a company. But in practice, as'I have already noted, existen¢e of 
financial authorization often breeds undue pressure for its use and I don’t think 
that it is good tactics to set a potential so far out of line with desirable rela- 
tionships. As’ an alternative, the maximum allowable SBIA investment in a 
single investment company could be raised, looking toward growth. Or, both, 
i. e., lower the $250 million and raise somewhat the $500,000. Both consistency 
and economies of scale would be served. 

What about S. 2160? I believe this to be ‘the best of all the six bills, espe- 
cially in its exclusion of the Government in more than. marginal ways. There 
are, however, several ways in which I would personally like to’see it changed. 
To enumerate : 

, 1. While I don’t object to the principle of a mandatory minimum on paid-in 
capital and, surplus, the total required in section 103 (a) for each company 
looks to be.on the high side. My inclination would be to cut the minimum at 
Jeast in half if, as the bill, provides, establishment of one company in each 
State, United States Territory and possessions and in the District of Columbia 
and Puerto Rico is permitted. d don’t believe that such a change would require 
alteration of section 107.) 

2. Perhaps the use of advisory services of the, Federal Government should 
not be expressly limited to*those provided, by, the Department of Commerce, as 
stipulated in section 110 (b). ‘This might be'‘amended to read: “of the Federal 
Reserve System and'of.the Department of Commerce, and of other departments 
and aEHeKsen of the Federal Government: through the Department of Com- 
merce.’ 

3. I would a ed addition of a section giving comapititen the power to provide 
funds to nonconverting State and local development corporations, that-the latter 
could .use in supplying small business with equity capital at least. 

Gomment.can be shorter on the other Cluster of bills. For what by now will 
be obvious. reasons, I do not favor the,éssential’ parts of any of the. items in 
this class. ° The’three, howevér, are not.on all points undesirable, by my. criteria, 
in exactly the same degree; hence a, few additional, observations seem appro- 

riate. 

: S. 2185 ‘calls simply for extension of SBA business. lending authority to cover 
loans to a maximum of 20 years, including renewals and extensions, to private 
nonprofit .organizations—primarily industrial foundations and State and local 
development corporations. While subsequent use of the money for purposes of 
capital financing is not expressly probibited, it is mot required either. S. 2286 
would allow SBA‘ to purchase, with funds supplied by the Treasury, any imvest- 
ment securities issued by State-chartered development corporations. Action to 
this end could be taken only within 4 ceiling of $5 million for any. one State 
and an overall ceiling of $27.5 million. Here, too, use of .any part of the pro- 
ceeds for capital financing, while not expressly prohibited, is not required or 
suggested.” 

In‘ light of .my standards, I have three basic objections to these two bills: 

1, They would plunge the Federal.Government much’ more deeply into. small- 
business,financing than it is at present: 

2. They do not necessarily insure.a step-up in the flow of equity capital to 
small firms; and so far as the money goes to development corporations—as it 
» would partly under S.'2185 and exclusively under S. 2286—they might well not 
produce much i? any increase. 

: 8. Neither* appears to provide for making loans contingent. upon acceptance 
of, managerial and ‘technical,aid by the borrower as occasion demands. 

Largely .for these reasons, I regard 8S. 2185 and S. 2286 as inferior to any of 
the bills in the first cluster. , Since extensive amendment would be necessary to 
overcome difficulties and since such amendments as I-would suggest. would move 
toward: close approximation of S. 2160.if changed along lines sketched earlier, 
it doesn’t seem, in Order to spell out Changes. 


2 Section 3 of this bill provides for alteration of the Small Business Act to permit grants 
to State development, credit or finance corporations and a variety of nonprofit educational 


institutions for studies, research, and counsel concerning the managing, financing, ‘and’ 


operation of small-business enterprises. In strict logic, this does not fall within the range 
of my discussion. - However; the third recémmendation made by Secretary Weeks and 
Administrator Barnes in, their report (October.17, 1957) to the-President on last Septem- 
ber’s Conference on Technical and Distribution Research=for the Benefit of Small Business 


calls for a meeting to examine-the general problem of cooperation between the-Government 


and such, organizations on the subject in question ; and it seems better to defer any action 
on grants until such an_exploratory session has been held. 
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S. 3643 is a somewhat different’ proposal. .While subject to the first of the 
previous objections, it is not open, or at, least less open, to the second and may 
not be open to the third (see later). But it seems to ‘me to have weaknessés 
which offset, or more than offset, such possible advantages. Although this 
judgment seems valid for all major titles,;I shall focus particularly on that 
dealing with small-business investment, associations supplying. equity- type cap- 
ital since this not only is the most questionable but is, or should be, the most 
important. In my view it has’the following defects among others :, 

1. The provisions relating to size of loans seems far too conservative. Sec. 
501 (1) (B) provides that the maximum investment (i. e., the maximum ag- 
gregate of all sums provided) by small-business investment associations in a 
given concern can never exceed $250,000 and must remain below that level in 
the case of -associations with a combined paid-ii capital and surplus of less 
than. $1,250,000. . And sec. 501 (2) (A) limits the total of loans of any given 
association outstanding to a maximum of double the latter’s paid-in capital and 
warptos. 

2. The limitation on term of joan is likewise quite severe. Here the maximum 
seadharihe permitted is 10 years, with provision for renewal or é@xtension only 
if such action is required to permit orderly liquidation of the loan. 

3. The minimum number of shareholders required to,establish an association, 


10, looks to be on the high side. .Why not five? 
The first and second conditions are not, only much tighter than those set diern 
in any other of the bills providing for associations and/or capital banks but in 


logic. seem to be too'cramping for many successful small concerns stalled, for 
lack of funds. 

4. Finally, the bill doés not appear to allow associations to draw upon SBA 
or other managerial and technical personnel, or for SBA to require such action, 
where this would be desirable. This might be done through interpretation of 
sec. 501 (5) (A), which authorizes SBA to prescribe regulations -governing 
the operations of associations, but a specific grant of power seems appropriate. 


In short, I believe that S.. 3643 requires considerable amendment to do the 
job that needs doing. 

Senator Cuark. Mr: S. Abbot Smith is next. With our deep apolo- 
gies for keeping you w time so long, let me say as far as I am con- 
cerned I-am going to take the time to hear you. I think it would be 
helpful if we had your full statement printed in the record at the 
conclusion of your oral testimony. 

Mr. Smith, will you go ahead: 


‘STATEMENT OF S. ABBOT SMITH, PRESIDENT, THOMAS STRAHAN 
CO., CHELSEA, MASS. 


Mr. Surry. Mr. Chairman, I think a great deal of what T have to say 
las already been said, and I think I can go over it very quickly. 

Theré is no need to prove that this gap exists, because that has 
already been done. | 


. rr . . : . . ’ ' 
Senator CiarK. The witnesses this iiorning have. indicated that, but ' 


I would like to have you say if-you think there is such a gap. ‘We have 
had some witnesses, including avery learned professor from Chicago, 
wlio bases his conclusions on‘some statistics and says there is no such 
gap. At least hé cannot find any evidence of it. 
Mr. Sarr. If he will come to New England I can prove that to him 
.in no time at all. 1 have’enough péople | calling om me personally to 
show ‘this specifically from personal experience. .The fact ‘that the 
State development corporations and local development corporations 
receive all these applications, as. they do, to me is.convincing evidence 
that, it exists.. I do.not: think you can measure that’ gap. T do not 
think you can anos the extent of the gap until you set up some source 
of capital which will fill this need. - "Then you can tell from your appli- 
cations as to how big the gap is. 
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Senator CLark. You do not have any doubt that a substantial gap 
exists ? 

Mr. Suiru. Absolutely none at all, sir. In fact, in my testimony [ 
tell about two-young chaps that were justin about a-week ago. They 
had broken away from a large company to start their own company 
and were stuck because the nan who was going to help them fell off and 
he could not supply the additional money. The result was they were 
stuck, .And yet those are boys who have know-how, are well rounded 
in management, and apparently were starting off in good shape. 

The important part of the capital bank, it seems to me, is:the fact 
that it will tailor the financing which it offers to suit individual cases. 
Fach one will be different. That is the big advantage which it has, 
with the opportunity to offer loans either “by common or preferred 
stocks or debentures, as the case may be. 

Senator CrarK. Therefore, I take it you would agree that the legis- 
lation should be quite flexible and have a good deal of discretion in the 
administrator, whoever he may:turn out to be ? 

Mr. Smirn, Later on'l say that specifically. ‘The management must 
be left as free and as flexible-as possible, because it has got to meet the 
job as it develops: .We do not know. now exactly what has to be done, 
and they will not know until they get under way. I think there should 
be no rigid liniitations either as to ) the size of business that is financed, 
as to rate of interest. or any of those things if it can possibly be avoided. 

Senator CiarK. Of course, we have to protect the Federal invest- 
ment. You recognize that. 

Mr. Sarrx. Of course. I had alittle different conception of this 
than some of these bills have.- It seems to me that if this could be 
set up with the initial aid of the Federal Reserve Board, with the 

capital coming from the Federal Reserve banks, with their help in 
getting top personnel, possibly using their facilities while it: is getting 
started, it would do the job. -You pointed out earlier the local prestige 
of the Federal Reserve banks, with-their wide connections. | I think 
they could get better people to head this thing: To be successful, this 
capital bank must have the best management it is possible to get. It 
has to be an operation that they want to come into, big enough to 
support them, with the salaries they need. It has‘to have ‘thie prestige 
which they want,.and it has to be an operation which. is of sufficient 
size to be of real interest to men of that caliber. 

Senator Ciark. You-have heard the comment made here that the 
Chairman of .the Federal Resérye Board was most: emphatic in his 
testimony before the.committee that -he did not want this and he did 
not think it was a proper function of the Federal Reserve System. I 
take it that you would force this water on a horse that does not want 
to drink? 

Mr. Smirn. No, sir; Iwould not put it, that way. I have talked -to 
individuals in the System. Some ‘years ago-I happened to be on a 
subcommittee of the CED where that was first proposed in a state- 
ment in 1947, and I have taken a keen interest ever since.’ When Mr. 
McCabe was head of the Federal Reserve, I had some conversations 
with him on the subject. I know.other individuals in the System. 
I think you will find that the opposition to this is not’ as emphatic 
throughout as it is with Mr. Martin. ‘Furthermore, I think if you 
gave them a job to do they would do it. 
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This is the second part of my thesis. I would not expect it to remain 
under the Federal Reserve very long. I would like to see the Federal 
Reserve have as little supervision as possible, because of the fact there 
may be people-who are not sy mpathetic and, consequently, I would like © 
to see it allowed to develop on its own. 

Senator Crark. You think it would be a relatively brief period of 
gestation ¢ 

Mr. Smirn. I-think the length of the period would depend a good 
deal on the attitude. In other words, if they do not want to be re- 
sponsible for it, I think they. would find ways and means of launching 
it on its own pretty fast. 2 

Senator CiarK. I hope not too soon to have a healthy baby. 

Mr. Smiru. I agree with you. “Furthermore, I would suggest that 
there be one of these ec: ipital banks in each Federal Reserve district, 
and that once it is launched it be allowed as much freedom as possible. 
I see no reason for an overall supervisory board. I think that each 
area may develop differently because of the needs * each area. I 
think it. will depend. somewhat on the management as to: how it de- 
velops and in what directions. C onsequently, I think the more free- 
dom you can give them to go on their own, once they. are’started, the 
more likely you are to have them successful. 

Furthermore, I believe emphatically that this ¢ apital bank has two 
objectives. One is the financing of these small businesses and the other 
is making a profit. That, it seems to'me, is very important. That is 
one of the reasons why it seems to me this approach: is better than 
these others that havé been suggested. 

I agree with Mr. George also that you should have a small staff of 
experts in such fields as production, accounting, and merchandising, 
who will be available to help these clients, and if they are:getting into 
trouble, will go around and give them assistance: “In that way the, 
bank not only deals with the fin: incing needs, but it also helps thém 
remedy weaknesses in management if there are any. 

Senator CrarK. You point out that you have. to have: the best 
management possible to make this successful. 

Mr. Sanra. Yes, and also that it should have a profit motive. There’ 
is no reason, it Seems: to me, in order to get the best management in 
the beginning, when it is tough to get a good’ man, why'you could 
not ‘offer stock options or something of that sort to make. it worth 
his while, so’ if the bank is ‘successful he too will profit’ in-it. 

[ go on to point out that personally I prefer tovsee the initial capital 
raised privately. I do not think that is possiblé in the beginning. 
Consequently, it has to. come either from congressional appropriation 
or from the Federal Resérve, and L think the I Federal. Reserve is the 
best of these. ; 

I also peint out that. if the Federal Reserve. in the beginning is 
going to dominate the directors that they have to realize-the differene e , 
in the points, of. view which are required in this operation and should 
appoint men who do not have the customary commercial bank and 
short-term point of view but’men who are sympathetic with the ‘ob- 
jectives of the capital bank, whiclr is essential. Liat 

Senator. Crark. I think that-is terribly. important. That is one 
reason why personally I havé been a-little cool to: putting this in the 
SBA, which takes the commercial bahker’s attitude. 
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Mr. Smirn. If I can advert for a moment to that subject, the SBA 
view, I think the point which Mr. George raised is very pertinent, 
but in addition to that it seems to me there are other things which 
are important. First of all, I would like to see this : rofitmaking 
organization, which obviously it will not be under SBA. SBA’s 
life has been pretty uncertain. There is a question whether it will 

_ be a permanent agency, extended for this year, or 2-years. In other 
words, so far their life has been very uncertain. : Furthermore, it 
is dependent on appropriations, and appropriations are uncertain. 
Maybe they will have enough to.do the job this year; maybe next year 
they will not. . In other words, people do not like.to do business with 
an organization which is as uncertain as that. If they are cut. back 
in their funds, they have to. cut: back this operation too, probably. 

Senator Ciark. I think your criticism is: pertinent. to S. 3643, but 
S. 3651, as you know, would create ‘a small business investment or- 
ganization which would have Treasury loans and revolving funds as 
the basis for its operation. ‘Therefore, it would presumably be free 
from a number of the criticisms you make, not from all of them. 

Mr. Soirn. I thought you asked about SBA. 

Senator Crark. I did. 

Mr. Smurn. ‘That is why I was directing my answer directly to that. 

Senator CrarK. You are quite right. I am just pointing out that 
undér one of the other bills we have this.as.a quasi-independent agency, 
and it would not.be-operative from. appropriated funds.’ I suppose 
it would -be.to the extent ofthe salaries and, running expenses of the 
agency, but the. Joan’ money would come from Treasury loans. 

Mr. Saurrit.: Yes, sir. But. it seems to me as | visualize’this bank 
that we are talking about it is going to be like an ordinary bank in the 
sense of being able to run its own a uffairs to the best advant: ige, work 
ing through these development corporations, which is a different situ- 
ation. This bank which.I am envisioning could lend to those’associa- 
tions if they wished to. It is perfectly possible that if there weré 
a very active State development corporation in, existence, that when 
you set up your first initial bank in that Reserve district that corpora 
tion might be-converted into your bank. 

Senator Cuarx.. Have you had a chance to study S. 21607? 

Mr. Surru. I am not quite sue which one that is.. I have studied 
so many. I-am quite confused. 

Senator .Cirark. It is a development of.an earlier bill introduced 
by Senater Sparkman. It does pretty much what you advocate here 
today. 

Mr; Surru. ‘As. I remember it, that made the Federal Reserve re- 
sponsible for the operation of the bank. 

Senator Ciark. Yes, it did. 

Mr. Smirn. And they do not want it. Frankly, I think the sooner 
it gets out from under the Federal, Reserve and is operating on its own 
as an independent operation, the better it will be for all concerned. 

Senator Crark. I do not think it contemplated that the Federal 
Reserve -would supervise the organization of these. investment com- 
panies, which is pretty much what you have advocated, one for each 
Federal Reserve distri ‘ict. 

Senator Proximire. 

Senator Proxmire. I thought the testimony was very helpful. 1 
have no questions. 
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Mr. Smiru. May I make one point clear, and that is that it seems. 
to me very important that banks should be authorized or enabled to 
buy the stock of these capital banks if they wish ‘to. At the end of 
my statement I point out the fact that the banking system has always, 
been loath to.do any pioneering, as far as’ I can make out. They 
did not want to buy automobile paper. Personal loans were be- 
neath their dignity, as: I remember, years ago. When it was proved 
to them that those are profitable operations they set up separate 
departments just to. go after that, business. I think it is perfectly 
possible that these things can be set up and can prove themselves 
successful and profitable, and the next thing you know the banks will 
be bidding for the stock or else créating their own banks. 4 oe 

That is another point I would like to make. I see no reason why if 
you set this up initially in the Federal Reserve districts it-should have 
a monopoly on- it if it proves successful. Others will want to set up 
another bank using their.own funds, and they should be able to do so. 

Senator Crark. I think that is a good point. 

Senator Proxmire. I do have one question, Mr. Chairman.. You 
seem to disagree with Mr. George, or’at least .it is implicit that you 

_ seem to indicate that the need for long-term capital is in the $35,000 
to $50,000 to $20,000 bracket. He objected: to, the $250,000 limitation. 
Do you think such a limitation would be wise or desirable, in view of 
the fact that there is a liniited:amount of money and-there may be a 
greater demand than there will be a supply of funds? 

Mr. Sairu. I put that in there simply because I am told'after you 
gét. over $100,000 to $150,000- it .is. easier to get funds from other 
sources and that under that it is.almost impossible. . When, you get 
over $250,000 or $500,000, there are an increasing number of people 
who take some interest.in you. 

Senator Proxmie. I know. you speak with a great deal of experi- 
ence, because you have been very active in the small business develop- 
ment in New England. This has been your experieiice ¢ 

Mr. Sairu. I think it depends.a good deal on what you are tryin 
to do. After all, this is a new thing, and if you give them too much 
ground to cover—for-instance, suppose you made the limit $1,000,000. 
If you could find enough people that needed a million dollars the 
organization probably would be devoting their energies to taking care 
of the million-dollar people and letting all these smaller people wait. 

Senator Proxmire. You stress the importance of profitability for. 
the investment agency. You stress that over,and- over again, and I 
think rightly so. It 1s much more likely to be profitable if we do not; 
limit them to making such relatively small loans. 

Mr. Smiru. If I had my way, I would put no. limit on’ it. I would : 
leave it up to the Board to determine. That is one of the restrictions 
which I would like to see eliminated. I think the other restrictions | 

, are more important, and I simply in my statement mention that to 
show that that is where the greatest need is. ‘But it is true that as 
these concerns grow they need more and more money, and it is also 
true that it is more profitable. I think also in addition to that is the 
fact that as you get higher up the need is not as acute. 

Senator Ciark. Thank you very much, Mr. Smith. 
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(Mr. Smith’s prepared statement follows :) 


STATEMENT OF S. ABpsot SMITH, PRESIDENT, THOMAS STRAHAN Co., CHELSEA, 
MASss. 


My name is 8S. Abbot Smith. I am president of Thomas Strahan Co., a small 
concern which has been making fine wallpapers in Chelsea, Mass., since 1886. I 
am past president and still a director of the Smaller: Business Association of 
New England, also a trustee of the committee for economic development. How- 
ever, I am appearing here this morning as an individual, not as a representative 


of any group. I have been keenly interested in the welfare of small business for , 


many years. Having been a member of the subcommittee of the CED which 
worked on the policy statement, “Meeting the Special Problems of ‘Small Busi- 
ness” issued in 1947 in which the capital bank idea was first proposed, I, was 
especially pleased to see that suggestion adopted at once and pushed. by the 
SBANE, and am now delighted to see it being considered by this conimittee. 


UNFILLED NEED FOR LONG-TERM AND EQUITY FUNDS FROM. $30,000-$200,000 


‘As a result of:all the investigating which has-been done, it is evident now that 
while the short-term loan needs of small business are pretty well taken care of, 
there is.a very definite unfilled need for long-term and-equity money in’ the 
roughly $30,000-50,000. to $200,000 bracket or more. The question which is 
argued ‘is: How, great is that need? I don’t think that question can,really' be 
answered until some source is. created. Then we can see,.how many come to 
use it. 

* However, the applications already made to the State and. loval development 
association is proof enough of the need: In New England; a surprising number 
of young men are breaking away .from some of. the large companies to set up 
their own small concerns. They are intelligent, enthusiastic young men with 
know-how, determination, and usually a pretty well-rounded management group. 
But most of them very quickly.come up against that.old familiar problem, lack 
of financing. Perhaps it took longer than expected to get their product /on the 
. market, their own funds have been used up. What next? Present conditions 
have made that problem even more acute. 


EXAMPLE OF NEED 


Two men were in my office just last week for, example. They were smart in 
that they had made a hookup with a small precision machine shop which was to 
make the product for them so all their own monéy could go into personnel and 
engineering. In addition, the owner of the machine shop was. putting money 
into the joint enterprise. Unfortunately, his:own business,’had fallen off'to such 
an extent he was unable to keep his commitment to put up more money at this 
time and so the mén were stuck. The Massachusetts Business Development Corp. 
can’t help them because they have no collateral to offer. 

We are still working on that one. But, from personal experience, I believe 
there are hundreds, probably thousands of cases, where a capital bank is needed 
to fill this gap'which now-exists in our banking system, i.e.,.to Supply the finane- 
_ ing needed for these small growing concerns. 


CAPITAL BANK ‘TAILORS FINANCING .TO.SUIT EACH CASE 


As I. visualize it, the capital bank would tailor the financing to suit the 
needs of each individual applicant. In some cases, it might be long-term loans 
(perhaps 10 years or more), in others,.the purchase of convertible debentures, 
preferred or common stock, or a combination of these methods. 


GREATER RETURN ALLOWS TAKING OF GREATER RISKS 


A commercial bank receiving only a low rate of interest cannot afford to take 
risks with its principal, but the capital bank with some equity would-share in 
the profits if the venture were successful so would have a thicker cushion against 
losses and thus be able-to take greater risks. 

Incidentally, the small ¢ompany which is adequately. financed on a long-term 
basis would be a much better risk for the commerical. banks for short-term loans. 
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SMALL STAFF OF EXPERTS NEEDED 


In addition I believe that the capital bank should have a small staff of experts 
in such fields as production, accounting, and merchandising who would. be avail- 
able to help the clients if they start to get into trouble. In this way, the bank 
would not only assist them with financing but also help them remedy weaknesses 
in management. 

A great many people have come to agree that a capital bank is highly desirable 
but there is no agreement as to where the initial capital should come from. My 
own feeling is that. it would be best if the capital could be raised from private 
sources but, frankly, that does not seem possible in the beginning. It is too new 
and too untried an idea to be able to raise the amount of money necessary to give 
it'a chance of success. 


HIGHLY CAPABLE MANAGEMENT NEEDED 


Because it is new and will be pioneering a new field, it is vital that the men 
running it should be the véry best and most capable that can be had... That means 
that they ‘must be well paid. They must have at their disposal enough capital 
to support: an' operation big enough to pay those salaries and to‘interest:men 
of that caliber. Parenthetically, it would seem to me the best way to attract 
such ‘men would be to offer them, perhaps lower salaries in-the beginning but 
with stock options or something of that sort such that if they make the-.bank, 
successful, they, too, will profit. 


CAPITAL BANK* MUST MAKE A PROFIT 


Please remember the objective of the capital bank is to make a profit as. well 
as to. finance small businesses. ‘It is not;meant to subsidize. businesses just 
because they-are small or to keep the incompetent in business. 


INITIAL CAPITAL FROM FEDERAL RESERVE BANKS 


It looks to me as if the, initial capital for this experiment will have to come 
from some public or quasipublic source such as an appropriation’ by the Con- 
gress, a loan from the Treasury or an advance from the Federal Reserve bank. 
Personally, I should prefer the last, with provisions for repayment in later 
years when the capital banks have proved successful. 

I believe it would be most helpful in getting started,to have the aid and advice 
of the Federal Reserve System, espécially in obtaining top personnel, perhaps 
in the use of their facilities for awhile. 

If- the Federal Reserve puts up the capital, they, would undoubtedly want 
representation on the board of directors—might eveh nominate. a majority in 
the beginning. However, they must réalize the difference in point of’ view re- 
quired in this operation and so should appoint men who do not have the custo- 
mary short-term commercial ‘banker’s view point but. rather men who are 
sympathetic with the objectives of the capital bank, men more of the small and 
medium-sized investment banker type who have been used to dealing with small 
businesses. - And there should be some capable small-business men on the Board, 
too, who will not let their colleagues forget the reason for the creation of the 
bank. 

MANAGEMENT MUST BE AS FREE°AS POSSIBLE . 

Furthermore, the management should be left just as free and.flexible as 
‘possible to do the job which .has to be done as it develops.. Rigid limitations as 
to rates of interests, size of businesses financed, -etc.,; will only make the task 
more difficult and less likely of success. 


TAX CONSIDERATIONS 


I am not enough of a tax man ‘to know the details, but the bank should be able 
to set aside, tax free, substantial reserves to. take care of future losses, resérves 
built up probably in proportion to the risks being-taken. I should think that 
they. should be able to pass through to their stockholders the*capital gains they 
make, as do the investment trusts.. The more attractive you can make this 
stock, the more quickly. it will be bought by private institutions and investors and 
so the more quickly the Federal Reserve will be paid off and-our capital bank 
be entirely in private hands. : 
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MEANS FOR TRANSFERRING OWNERSHIP TO PRIVATE HANDS 


In order to expedite paying off the Federal Reserve, each borrower might 
be required to invest from 2 percent to 5 percent of his financing in stock of 
the capital bank as is suggested in some of the bills before you. It has worked 
well in the case of the Federal land banks. In addition, stock would be sold 
whenever possible to private investors, banks, insurance companies, etc. 

I would also suggest that when the bank takes convertible debentures or 
common stock,. there be negotiated at the same time a premium price at which 
the borrower, after a stipulated period of time, may be able to repurchase. 
This will do away with the fear of the borrower that the bank is going to 
take over his business and, at the same time, provide the bank with the extra 
profit to which it is entitled. 

Also, if the borrowers. keep repurchasing, the bank will be kept on its toes 
to keep doing new financing. If it could just hold on to its most successful 
investments, it might be tempted ‘to become a big investment trust and stop 
~ doing its job of a small businesses. 


. ‘ONE CAPITAL BANK IN EACH FEDERAL RESERVE DISTRICT AT FIRST 


. Up to this point, I have purposely: not mentioned the setup of the bank 
* because I.should like to see it kept just as simple as possible. I think to begin 
with there should be one bank in each Federal Reserve district, each with its 
-own board of directors. Branches could be established later as needed. Those 
_ boards will undoubtedly keep in touch with each other and exchange experience 
but I see no reason why there should be an overall board to supervise’ them all. 


'': As I see it, the less “layering,” the better. 


Furthermore, I see no reason why these banks should have any monopoly. 
If.these first banks prove so, successful that others wish to start similar banks, 
- they should be able to do so, but, of course, with their own funds. This initial 
‘ capital is being supplied only.to try out a new idea: the idea that capital banks 
can make a profit through providing the kind of financing needed’ by small 
businesses. 


CAPITAL BANKS SHOULD TIE IN WITH DEVELOPMENT CORPORATIONS 


“Also,, I believe that means should be devised.so that these banks can in .some 
way: tie'in with the present’ State. and local development corporations. : Per- 
haps, in some cases, they can become the bank; in other cases, they might 
become branches or borrowers. We cannot afford not to take advantage of .the 
personnel and experience which ‘those groups have accumulated. 


CAPITAL BANK TO FILL A GAP IN BANKING SYSTEM 


In closing, I should like ‘to point out that the capital bank is being proposed 
as an addition to our present banking system to fill a gap which has grown 
larger as the system has grown ‘to fill the needs of large businesses, while the 
” former, sources of funds for. small businesses have actually decreased as high 

taxes have reduced the incentive for wealthy men to invest in small businesses 
and the increase in population has made it increasingly difficult. for. the worth- 
while small-businesses to know and to contact .the-few possible sources of financ- 
ing: There is needed an.institution which: will be widely known and recog- 
nized as the bank which gathers, together funds from many sources and.makes 
them available, to small businesses in need of long-term and equity financing. 

Looking back, it-seems to me our banking system has.a tendency to lag be- 

hind requirements. I can remember: when the banks apparently thought it 
beneath their dignity to make small: personal doans, or loans on automobile 
paper. ' After others.recognized the, need and proved it.a profitable business, 
then the. banks.accepted it and now have whole departments set up just to go 
after that business. 

It is quite possible, therefore, that one of these days: you will see the com- 
’mercial. banks bidding for the stocks of the capital banks or creating their own. 

In the meantime, it: is important that this experiment in meeting the finan- 
cial needs of small business should be started promptly. 


Senator Crark. Mr. Steadman, would you identify yourself and 
tell us what brings you here? 
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_ STATEMENT OF CHARLES W. STEADMAN, ATTORNEY. AT LAW, 
ght WASHINGTON, D. C.. 


ked Mr. Steapman. Yes, I will, Senator Clark. ‘I very much appreciate — 


- this opportunity to appear. _My name is Charles W. Steadman. . I 
or am a- lawyer engaged principally in the practice of corporate law, 
ich a general partner in the Cleveland, Ohio, firm of Marshman, Holling- 
se. ton & Steadman, and a general partner in the firm of Steadman & 
~ Collier, of Washington, D. C.-J am a member of many legal societies, 
including the American Bar Association, and a member of the council, 
oes which is the governing board of the section of corporation, banking, 
ful and business law of the American Bar Association, and a member for , 
_ many years of the corporate laws committee of that particular section. -.. * 
The corporation, banking, and business law section of the American 
Bar Association and the, corporate laws committee are vitally inter-. 
oii _ ested in title VI of S, 3643, and although those entities have a ‘vital 
gin interest I. want:to make it perfectly clear that 1 am appearing here ' 
its this morning. as a private individual; principally for the reason’ that 
ose - no section. of the American ‘Bar Association is entitled to take 4 
<> specific stand with porperk to any legislation until such a stand has 
: ' been approved by the board of, governors. Since we learned of this 
sly. title VI of this legislation at such a late date, there was no opportu- 
ks, | nity to obtain approval of the board of. governors for any official 
= appearance-with respect to this legislation. 
all I want to make it perfectly clear also that I do not purport to rep- 
resent what the position of the section of corporation, banking, and 
business law committee might be with respect to this legislation. I-, 
think-I should also make it clear that I am not here to express any 
se ‘view with respect to the merits of the legislation itself, aside from 
er- - title VI. ty ais ' 
sht ' Title VI provides for, Federal] incorporation of small-business in- 
he -. vestment associations. Federal incorporation of business enterprises 
has been suggested on previous occasions, but this is an idea that has 
not found favor, for what-appéar to: be these reasons. . The power over - 
the incorporation of business enterprises js-one that historically and 
oe traditionally has been reserved to.the States, and an encroaehment . 2 
he on this power of the States should not be encouraged; and further 
gh by reason of this fact such proposals raise serious constitutional ques- 
eS tions, because the power over incorporation of business’ enterprises ' 
= has been one traditionally and ‘historically reserved to the States and 
og not delegated to the Federal Government by virtue of the Constitu- 
<< tion. :, , 
There. is also: the question as to whether legislation to. provide for 
i Federal incorporation as opposed to State incorporation of: business 
ile ' enterprises is necessary. While not eritirely analogous, the Federal 
Ss, Government has incorporated its entities under State statute in times 
go past upon many instances. It will be remembered, for example, tha 
oR the RFC was organized as a Maryland corporation... SS 
a Any broadening of the Federal authority over business enterprises 
n- by whatever process can be dangerous and should be carefully.con- 
sidered, and the considerations that I mentioned with, respect to prior 
id proceedings for Federal incorporation enactment may well be present 


here in title VI. 
Senator Ciark. We have had the National Bank Act since 1863. 
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Mr. Sreapman. T understand that, but I think there is a misconcep- 
tion. Iam glad you br ought that up, Senator Clark, because I think 
there is something of a misconception as to what these small-business 
incorporations are in their very essence. Apparently they are re- 
garded, and I think erroneously so, as banks. They are actually i in- 
vestment companies and are operating as investment companies seeking 
equity capital, and they are not in the lending business in the true 
sense of bank operations. There is, as I. say, a great possibility here 
that there is no need for Federal incorporation legislation, and there 
are the other issues I-think present or may-well be present.that T have 
indicated as being basic in the objec tions to prior proposals for Fed- 
eral incorporation legislation. In 1948, for example, the O’Mahonev 
bill was before the Congress and was defeated for the reasons that I 
have indicated here,.among others. As a matter of fact, the corporate 
laws committee of the American Bar Association made a study of that 
particular legislation at that time and took the position that the legisla- 
tion was not desirable, for reasons that I.have enumerated here and 
others. 

. The point I really’ id to make here in addition today is this. 
There has been insufficient tinie fully to analyze title VI of S. 3643, and 
‘T want to urge this committee to take no action. with respect to title 
VI until after an appropriate and thorough study of this very impor- 
tant-matter has been made and presented to the committee for its 
consideraiton. .. I further understand that S. 3651, which was identified 
earlier as:a committee print, contains a provision identical to title VI 
here, and there maybe similar provisions in other-pending legislation 
that ought to be considered. T believe and think that there is sound 
support. for this position that. these provisions are of the most serious 
and far-reaching importance. They, involve fundamental issues of 
national policy and constitutional consideration, and-should be given 
very thorough study. ‘I.therefore want to urge the committee to take 
no action until this section can be studied. and a report made by the 
section of corpor ation, benking g, and business law of the American Bar 
Association. 

‘Senator CrarK. Thank you very much, Mr. Steadman. Senator 
Proxmire. an 

Senator Proxmire. I would like. to ask Mr. Steadman if. in your 
judgment: incorporation of.the kind you suggest by States instead of 
the: Federal Government would inhibit the: activity or the action of 
these investment companies in any way. 

Mr. Srrapman.. TI do not think so, Senator Proxmire: but T think 
that is a point, that ongzht to be studied and considered. 

--Senator Crark. How much time would it'take you to make. this 
study and provide information to the committee? 
‘ Mr. Sreapman. I am sure it could be meade | in a-matter of a few 
weeks, ~ 

Senator Proxmire., The committee expects: to act next week, it is 
“my understanding. By a few weeks you mean—— 

*"Mr. StrapmMan. Sometime ‘within the riext. 2 weeks we could present 
such a studv, perhahs earlier. : In 2 weeks T know we could do it. 

Senator CrarK. I would like:the. record to point out’ two things: 
First, Mr. Steadman requested to be heard on-the very last day of the 
committee hearings. Secondly, he ‘speaks as‘an individual and. not 
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on behalf of the American Bar Association. Third, similar provi- 
sions:to the ones he objects to are contained in S. 2160, which was 
introduced in the Senate on May 27, 1957.: Fourth, I think this is a 
last-minute suggestion. Personally, asa corporate lawyer myself I 
think there is some merit in what he says, and I would not be sur- 
_prised-if we could write an amendment to these sections which would 
require State incorporation and yet approval of the articles ‘of in- 
corporation by the Administrator, wherever we may lodge the ati: 
thority. 

I must say I think it comes with rather bad grace to the bar asso- 
ciation—although this, of course, is not the bar association but merely 
an.individual—to rush in here on the very last morning of the hear- 
ings to object to provisions which have been under serious considera- 
tion for practically a year. 

Mr. SreapMAN. This came to my:attention only a matter of 2 days ' 
ago, and I made my request as:soon ‘as I saw it. That was the best I 
could do.. Iam sorry we have imposed on you. 

Senator Crark. Let me make it clear to you that I do not intend to 
be critical of you personally at all. I understand your position fully. 
I just say this is the kind of thing: which: results in criticism of the 
Congress for délay in bringing out legislation to meet publi¢ condi- 
tions. 

Mr. SreapMAN. Senator, I' think, your comment is dentainily fair, 
and I take no personal offense at it. at all. Iam very appreciative of 
the opportunity to come here under these circumstances, which I 
realize are an imposition upon the committee.. But if .we could have 
as much as a week I know. we could furnish the committee with am 
appropriate analysis that would not hold up-any of the committee's 8 
work. 

Senator Ciark. The conimittee intends. to meet in executive session 
next Thursday. If.you would like to. submit before that, time a state- 
ment in this regard, I think it would be received. However; let, me 
also say to you that ‘in my judgment your criticism will be given 

careful consideration by the committee. I, think I understand the 
essence of it, and personally I am-rather-sympathetic with it. 

Mr. SreapmMan: Thank you very much, Senator. 

Senator Proxaie. It seems to me it might be very helpful to have 
whatever Mr: Steadman can furnish the committee before that time. 
He’ is obviously a very competent lawyér who has given this a great 
deal of thought, and any suggestions ‘he could make would be helpful 
to me. = 

Mr. SreapMANn. You are very gracious, Senator, and I shall cer- 
tainly make my views on this available before this committee acts. 

Senator CrarKk. Get something to us me as quickly as you can. 

Mr. SteapMAN. I shali, Senator. 

Senator Cuark. E think I have to tell you Thursday is the deadline. 

Mr. SrrapMaNn. Right. 

Senator CrarK. © ould you identify for tis what you .heant by the 
O’Mahoney bill / 

Mr. SreapMAN. I do not have the citation. ° I can get it and fur- 
nish it to the committee. ' It was. a: bill providing for Federal in- 
corporation of business enterprises. 

Senator Crark. It has not made much headway. 
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Mr. Simasecay. It made no headway. 
Senator Ciark. Despite the gret abilities of our ot Fe from 
be ming.’ 
hank you very much. 
Mr. SteapMan. Thank you, Senator. 
Senator CiarK. We have a letter from Senator Humphrey express- 


ing his regret at being unable to be present to testify in person. He 


encloses'a statement, ‘which will go into the record at this point. 
(The letter and statement referred to follow::) 


UNITED STATES SENATE, 
May 2, 1958. 
Hon. Josep: S.. CLARK, 
Chairman, Small Business Subcommittee, Banking and Currency Com- 
mittee,-United States Senate. 


DeEAR SENATOR CLARK’: I am sorry I have not been able to come over to testify 


in person, but I hope you will insert this statement in your hearings. 
Best" wishes. 
Sincerely yours, 
Husert H. HUMPHREY. 


STATEMENT or Hupert H. Humpnrey, A UNITED STATES’ SENATOR FROM THE 
‘ STATE , OF MINNESOTA 


Mr. Chairman, I want to thank you for inviting me ‘to testify before this 
subcommittee on’ my bill, S. 2185, one of A number of. bills dealing. with small- 
business financing which this subcommittee is presently considering. _ , 

Last June I appeared before this subcommittee to testify on S. 2185, .and I 
do not wish to impose upon the subcommittee’s time to reiterate my prior testi- 
mony. .I would like to.merely summarize 8. 2185 and to make a brief statement 
on the need for legislation to encourage small-business financing. 

S$: 2185 would authorize the Small Business Administration to’ make loans 
to State and local development credit corporations. 

Under the present law, SBA has made a handful of secured loans to develop- 
ment corporations, but only in cases where the proceeds were to be’ used to 
assist a ‘specific small-business -concern; moreover, such loans cannot. be for 
more than $250,000 or for more than 10 years. 

My bill would remove such restrictions and’ make it possible'for the SBA to 
greatly expand its lending activity to development. corporations. Maximum 
maturity of such loans could. be for 20 years and the ceiling of $250;000 would 
be removed. 


State and local development ‘corporations. are to be encouraged. They have . 


made a worthwhile, although limited, contribution in assisting small businesses 
to get underway and to’expanid their opérations.. The limited volume.of lending 
by such development corporations can be judged by noting that. the five’ New 
England State development’ corporations, which have been pioneers in this 
field, as of December 31, 1957; had -made_a ‘total of 230 loans-amounting. to $14 
million, and outstanding loans as of that date totaled only $8.7 million. 

As noted in the recently issued Federal Reserve System report entitled, 
“Financing Small Business” such’ loans ‘were. equivalent ‘to only 2 percent of 
small business loans of commercial banks in the region (p. 349). ‘This is not 
to say that such development corporations aré unimportant and should not be 
encouraged, but rather that they are not as.yet a very significant factor, in‘small 
business financing. In the Federal: Reserve study it is stated: “‘In’ general, 
future growth (of State development corporations) depends on availability of 
additional capital and larger pledged lines of credit.” 

You will note that under my bill the SBA only. lends funds to dev elopment cor- 
porations, it does: not ‘provide aaelty capital.. The reason for this is my feeling 
that these corporations which-have been established by communities and States 
will lose’ their local’ community. flavor .and ‘spirit if the Federal Governnient 
should become.an investor... Furthermore, such development corporations do not 
obtain’ capital even from the State or local governments which. set them up. 
which indicates:that it was not intended that government should have an own- 
ership role. 
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I want the record to clearly show that I do not offer S. 2185 as a substitute 


. for other bills now before this:subcommittee which would establish private small ' 


business investment companies. These proposals are of a much broader scope 
than 8. 2185. I call attention to the fact that the. various a ee 
bills before you all provide in one form’‘or other for loans to State-and local 
development corporations. 

It is my hope that this subcommittee will favorably consider legislation wlcng 
the ‘lines of S. 3651 now before you which Senator ‘Johnson recently introduced 


_ and which I am proud to cosponsor.’ Although the main purpose of this bill is 


to establish privately owned and operated small business investment companies, 


*“ which would make loans and investments in small’ business concerns,:it is also’ 


provided that the Small Business’ Investment Admiristration -created under 
this, bill would be authorized to lend funds to State and local development ,cor-,, 
porations. 

I am pleased that 8S. 3651 makes provision for such development. corporations 
thereby: recognizing the valuable contribution to small.business financing which 
they are making. 

The findings .of. the Federal Reserve study’ on small business financing seem 
to confirm what so many of us have felt for a long time, namely that a gap exists 
in the present ‘financial structure which makes it (<ifficult for small business 
concerns to obtain long-term debt and equity capital. .The Johnson bill is a. 
constructive and’sound approach té meeting this credit gap, and I respectfully 
urge its prompt approval. 


Senator CruarKk. I would like to offer for the record a table entitled 
“Rates of Business Failures, Number of Failures Per 10,000 Firms, 
1900 to 1957, Inclusive,” including figures for the first quarter of 1958. 

Also another table entitled “Number of Business Failures, 1900 to 
1957,” which also includes figures for the first quarter of 1958. 

I think both of these tables indicate a recent increase in both. the 
number and rate of business failures which sliould be of; concern to 
members of the committee. 

‘(The documents referred to follow :) 


Rates of business failures 


[Number of failures per 10,000 firms—1900 through 1st quarter; 1958] 


Failure Failure 
Year: (rate) | Year—Continued (rate) 

ei cidaicianls scideineiaanaian 92 a siitcchintcetis inti lip cicada 31 
Si intssckctistbcalei Sahat cents 37 US odio Bicicdpcenacccad denen’ 33 
I innit alc dato iilohain bie 120 Bis nenistinctetinccteins i a ta all all 42 
ON as cscs st ae eee on 109 iia tt ietitshe hie chat Aicaiciai 42 
iad, bith incite tigcbiaiannie 154 Dil scthaek deci stmsaten eel 48 
SI i ot ciccna eke aeimenies 4 DEE tics nncneteternkaad ect diane 52 
OE 3 i+ css adeeb caatinsiaks 14 1958 (1st quarter) 2_...._- 61 
Wis sicinkin hitiedicptdisadtigiitpwes 34 


|| 


Monthly data 


Monthly ‘data 








| 
Month Seo Es Seer eee Month : 

} i | 

| 1956 1957 1958 || 1956 
ecnegnnantn ages as -| ———— |__| ||— . wanna iad 
January: | 46.1 480} -°55.3.|| July... | 499 8 
February. - 43. 5 51. 1, | 63.3 || August . are re . 
March. 46.4 54.9 | 64.8 | September | 51,4 ea 
April. __- 42.2 48, 2 | || Oetober | 533 QS 75> .. 
May 48.9} 50.1} \) November. | 48.8) 660 }.....2.- 
June... 49.2} 50:0) December it. Oe” GE figeenome 
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Number of business failures 
{1900 through 1st quarter, 1958] 











‘Year: , + Number Year— Continued Number 
Beeee Ass a 10, 774 Seas ehliess levees e 8, 058 
IA sliced mcs anh ileal Some 6, 451 DO on cll ib REE 8, 862 
MOORS iach essin iets 23, 676 RN 28) bdiawguih- ee 11, 086 

, 1028.....--....--------- 23, 842 I iit Rt alee cs inlimemcitveshinel 10, 969 
Ul he 31, 822 PI tb a ai ecibiimbalie 12, 686 
EOS pee. 809 Wee’ co. alates del 13, 739 
Bae ce 3, 474 1958 (1st quarter) --_-____- 16, 048 
Ais gos. Se ttbldbns 9, 246 

a 1956 1957 1958 
‘s . | an see 1 oniedien alten painataimnecensietness 
‘Month | | | 
| Number | Annual | Number | Annual Number | Annual 
|’ basis | basis ,‘) basis 
—~ = el = -—}|--— ~ “| -- += | ———  —- -] —— a ——— ,; ——___-—- — 
January __..,..-.---- wo wa , 1,048 | 12, 576 1,148 13, 776 1,279 | © 15,348 
\ I i eka eid. nob inthen op 1,024 | 12, 288 1, 146 13,752 | 1,288] ° 14,856 

March: -__- valitdecata ade onc NOR ogy: 1,170 | . 14,040 1,336} 16, 032 1,495 | 17, 940 

IPC tiated sa Bo2428 ,| 985 | 11,820 1, 175 14, 100 Pde 

May. cae pS ecirtes be aoe 1,164 | 13, 968 1,200} 14,400 cual 

tess ttisher ois dabiiatieoe <i 2 1105 | 13,260} 1,084) 13, 008 

| RU aE re ; a 1,018 | 12,216 | 1,059 |» 12; 708 |___- |. 

he eee ee ae 1,101} 18,212) (1,145 |] 13,740 |--...-.-..] 

September: --.-....--.-.-- A ebLides 932} 11, 184.| 1,071 | * 12,852 | piu [aby 

I Sis ob tetop ses: kk, bok oe 1,158 |. .13, 896 1,122 13, 464 |_- --|--: 

SRI 23022 520, eda 3.255. ody 999 | 11,088| 1173| 14,076 Lee 

I cemtXbhk bi shtha tims tonedsednals 982 | 11, 784 1,080 | . 12, 960°) le ewded 











Source: Dun & Bradstreet, Inc: 


Senator Crark. ‘I would like to offer for the record a statement by 
the American Life Convention and American Life Insurance Asso- 
ciation of America regarding the financing of small-business firms, 
submitted at the request of the committee, and ask that it be printed 
as part of the record. 

(The document referred to follows:) 


STATEMENT OF THE AMERICAN LIFE CONVENTION AND THE LIFE INSURANCE 
ASSOCIATION OF AMERICA 


At the’ request of Representative Wright Patman, chairman of the Select 
Committee on Small Business of the House of Representatives, the Life Insur- 
ance Association of America conducted a detailed survey of life insurance com- 
pany lending to business and industrial firms. during the period 1953 through 
1956 which ‘was completed. and filed with the House Select Committee on Small 
Business in November 1957 and represents ‘the latest available figures on this 
subject. The survey. covered 67 reporting life insurance companies whose com- 
bined, assets totaled. almost '$74 billion at the end of 1956, thus accounting for 
77 percent: of the assets held by all life inisurance companies at that time. The 
results.of this survey show the extent to which life insurance companies provide 
financing to small-business concerns. Accordingly, the report on this survey is 
attached to this statement with the request that it appear,in the record of the 
hearings as part of this statement., This survey was drawn upon by the Federal 


.Reserve System in its report Financing Small Business, report to the Committees 


on Banking and Currency. and the Select Committees on Small Business, United 
States Congress, April +11, 1958 (pt. II, vol. 2, ch. VI). 
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The question of whether small-business concerns have access to a fair share 
of the capital funds of the country has long been argued. As will be noted from 
the survey mentioned above, almost three-quarters of the loans made by the life 
insurance companies during 1953-56 were in amounts of less than $250,000. . 
About 36 percent were in amounts'of less than $50,000.°. It is the belief of* 
financial officers of life insurance coripanies that the various financial institu- 
tions making business loans meet the needs of practically every creditworthy 
small-business firm. It is their further belief that as a general rule small- 
business firms are not seeking equity capital because of an understandable 
reluctance to dilute ownership control. 


SURVEY oF LIFE INSURANCE COMPANY LOANS TO BUSINESS AND INDUSTRY 
I. INTRODUCTION 


At the request of Representative Wright.Patman, chairman’ of the ,Select 
Committee on Small Business of the House of Representatives, the Life Insur- 
ance Association of America has conducted a detailed..survey of: lifé insur- 
ance company ‘lending to business and industrial firms during. the years, 1953 
through 1956: The basic data in the survey include the, number df loans and 
dollar amounts authorized each year for investment in business and industrial 
bonds,. public utility obligations, and mortgage loans to busihess and industrial 
concerns. The data are classified in terms of the total size-of borrowing in- 
volved, the asset: size of the borrowing firm, the principal bisiness: ofthe bor: 
rower, and the average rate of interest. The survey covered 67 reporting life 
insurance companies whose combined assets totaled almost, $74. billion at the 
end of 1956, thus accounting for 77 percentof the assets held by all life insurance 
companies. The home offices of these 67 companies ‘are located in: all parts of 
the country. 

This survey is concerned only with life company loans to business and indus- 
try, including the public utilities. The overall lending operations of the life 
insurance business are widely diffused, ranging in nature from mortgage loans 
to -home-buying veterans. under the VA loan guaranty program to: loans on 
skyscraper office buildings, from the financing of, local. telephone: and ‘water 
companies to the investment in public utilities with a national scale of opera- 
tions, from lending to local retail stores to the financing of: large shopping ¢en- 
ters, from investments in common and preferred stock to investment in-the obli- 
gations of. Federal, State, and local governments. 

In analyzing the results of. this survey, it must be kept in mind: that life in- 
surance companies form only a part of the total financial community; the in- 
vestment of ‘policyholders’ savings in the capital markets is carried out along- 
side the lending operations of the commercial banks, the mutual savings banks, 
the savings and loan associations, the trusteed, pension funds, and other finan- 
cial institutions. It is against this broader baekground of the capital and 
credit markets that this survey of lending to business’ and industry ‘by life in- 
surance companies must be viewed: It’also should be recognized that .the lend- 
ing activities summarized in this survey do. not take account of the tremendous 
volume of residential mortgage, loans made by, life insurance companies over 
the years 1953-56 or of the. investments in railroad securities, State and local 
government obligations, or loans to finance farm operations, to mention a few , 
major sectors. During the postwar period, for example, the life insurance 
companies of the Nation madé nearly $35 billion of home mortgage loans, about 
$20 billion of which were FHA insured or VA guaranteed. Assuming that the 
average loan was $10,000, this means that since the end of the war the life 
insurance companies have aided 31%4 million families to purchase their homes. 

In ‘assessing! the results of this survey it is important. to keep in mind that 
as trustees for the savings of. over 100 million policyholders the prime considera- 
tion in life insurance company investments must be safety of ‘the principal 
amount involved. Moreover, the pattern of life insurance company lending is 
affected by the legal restrictions imposed: by the laws of the States in, which 
the companies do business. These State laws often limit the percent of assets 
that may be placed in certain types of investments or prohibit certain forms 
of investment altogether. For example, companies operating under or comply- 
ing with New York investment law were allowed until recently ‘to inyest no 





1 Prior to Representative Patman’s request, the life insurance business through its.com- 
mittee on Economie Policy, was planning a similar survey. 
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more than 3 percent of their total assets in common stocks and no more than 
3 percent in investment real estate.’ Investments in corporate obligations are 
required to meet tests based on the corporation’s earnings during the 5 years 
previous to the acquisition of such obligations. New York law prohibits un- 
secured loans to unincorporated businesses; as a result, many business firms use 
the vehicle of mortgages on real property to obtain loans from insurance com- 
panies. 

Life. insurance companies -participating in the business loan survey range in 
size from the relatively small life insurers to the largest in the field. : The in- 
dividual companies responding to the survey ranged upward from $26 million 
in total assets as of the end of 1956. The wide differences in the asset size of 
life insurance companies produces considerable diversity in the nature of their 
lending operations. 

Major results of: the,suryey material are summarized in the text below, which 
discusses first the combined ‘totals of.loan authorizations to business and indus- 
try reported in the survey: The sections that follow discuss separately the sur- 
vey results. on (@) investments in business and industrial,bonds, (0) invest- 
ments in public utility obligations, and (c) mortgage loans to business and in- 
dustry. The detailed tables setting forth the statistical material of the survey 
are continued ‘in the appendix, ,\together with technical notes describing the 
definitions used and the coverage of loan authorizations reported by the par- 
ticipating life insurance companies. 


2. COMBINED LOANS TO BUSINESS AND. INDUSTRY 


The combined totals of life insurance loans through investments in business 
and industrial bonds, public utility bonds, and business and industrial mortgages 
are.shown in table 1 for the years 1953 through 1956. These data represent the 
dollar amounts authorized during each year .for investment in the forms in- 
dicated, reflecting the year in which the loan. decision became final rather than 
the time at which funds were actually disbursed.* 


TABLE 1. 





Life insurance loans to business and industry by type of investment and 
amount authorized 


{In thousands] 





| 1953 1954 1955 1956 
—._ --_--——_ - - ~ _ — — _ oS — — 
| | 
Corporate bonds and notes: | 
3usiness and industrial 2, 776, 486 2,624,475 | 2, 678, 717 3, 390, 966 
Public utilities . 1, 146, 448 802, 839 | 482, 844 428, 937 
Business and industrial mortgages | 749, 548 1, 067, 667 | 1,191,151 1, 268, 761 
es tee oad lan a 4, 672, 482 | 4,495, 011 4, 352, 712 | 5, 088, 664 


From a total of $4.7 billion in. 1953 the amounts authorized declined to $4.5 
billion in 1954 and to $4.4 billion in 1955, followed by a rise to almost $5.1 billion 
authorized in 1956.4 Investment in public utility bonds declined steadily over 
this period, while loans authorized for ‘business and industrial bonds remained 
fairly constant until a substantial rise took place in 1956. Amounts authorized 
for mortgage loans to business and industry have risen steadily in each year, 
increasing from $750 million in 1953 to $1,269 million in 1956. 

A further breakdown of these annual totals, classified according to the total 
size of loan involved, appears in table 2. As in. all similar tables to. follow; the 
heading “Total Size of Loan” refers to the total’ amount borrowed by the busi- 
ness concern whether through a security offered. publicly to. thousands of in- 
vestors, a direct placement with several financial institutions, or a mortgage loan 
from a single life insurance.company. The dollar amounts shown in the body 





2As the result of- recent changés, the limit for common stock is: now.5 percent of assets 
or one-half of surplus, whichever is smaller, and 5 percent for investment real estate. 

*The timelag-between loan authorization and final disbursement varies from several days 
to several months. The data’in this’ survey thus.more accurately reflects market condi- 
tions prevailing in a given year thar would statistics on disbursements of loan funds. 

In analyzing these figures, it should be kept in-mind that in 1954 and 1955 an increase 
in residential mortgage authorizations (not fneluded in this‘survey) offset. the decline in 
authorizations to finance business and industry. 
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of the table represent the aggregate loan authorizations by the reporting life 
insurance companies. For example, authorization to invest 'in-a public utility 
bond issue totaling $50 million has been recorded in the survey opposite the line 
“$10 million and ‘over,’ .even though a single company may have authorized the 
purchase of only $100,000 of. the issue or‘all reporting life companies may have 
authorized the purchase of $900,000 of the issue. 

Life insurance participation. in loans totaling $10 million and more accounted 
for a high proportion of all business and industrial loan authorizations shown in 
table 2, but the importance of this size of loan,in the-total was less in 1956 than in 
1953 or. 1954. On the other hand, the dollar amounts authorized in the loan 
ategories below $250,000 rose in each year since 1953, while the relative ‘impor-. 
tance of such ‘authorizations ‘increased from 4.9 percent of the total anrount in 
1953 to 6.1 percent in 1954 and 6.8 percent in 1955; in 1956 the percentage of loans 
under $250,000 returned to the ‘1954 level. 


TasLe 2.—Life insurance loans to business dnd industry! by-size of loan, amount 
authorized and number of borrowing operations : 


[Money items in thousands] 





1953 1954 1955 


Total size of loan } 
Num-| Amount 'Num-) Amount |Num-| .Amount Num-| Amount 
ber 2 ber 2 ber 2 ber 2 


Under $50,000 , wnat $48, 804|° 2,072) . $50,446) 2,064) ~$50,.725) 1,953} $50, 121 
$50,000 to $100,000 __-- 815 56,419] 934 63, 672 981 37, 108! 1,075) 73, 834 
$100,000 to $250,000 ‘ 127, 033) 1,072), . 160,684) 1, 170 9,754; 1,274] 184,456 
$250,000 to $1,000,000 . f 269, 327 809 378; 212 863 396, 591} 823) . 393,175 
$1,000,000 to $5,000,000 f 362} 713,117 468 856, 837 448| . 855,629) 498) 1,007, 836 
$5,000,000 to $10,000,000 83 402; 003 75 371, 916 104) 504, 984 


¢ 99} 
$10,000,000 and over ; .-| 146} 3,055,779 175| 2} 613,244} 158) 2,306, 576) 188| 2, 874, 258 
} 


Total 4,866) 4.°672, 482) 5,605, 4,495,011, 5, 78 , $52; 712) 5, 850) 5, 088, 664 
‘ ' | : 


AS PERCENT OF TOTAL NUMBER’AND TOTAL AMOUNT 


Under $50,000 ‘ 41.3 

$50,000 to $100,000. _._- 16.8 : . ; 
$100,000 to $250,000. __- ae 17. 6 7 9.1. 3.6 
$250,000 to: $1,000,000 hn Se 5.8 ; 8.4 
$1,000,000 to $5,000,000 nai ‘ 152% 19. 1 
$5,000,000 to $10,000,000 ’ 6 : 3 
$10,000,000 and over_-- nemesis ‘ 65. 3. 58. 1 


18. 
20:7 
14. 
8. 
1. 
3. 


ee mt 


7 et 
Ros 
1 et Ob 


os 


Total... .__. Ht | 100.0 100. 0) 100.0 100. 0} 100.0 100.0] 100.0} 1000 


| 


1 Includes investments in business and industrial bonds, public utility bonds; and mortgage loans to 
business and industry. The survey does not include investment in residential mortgages. ‘The impor- 
tance of residential mortgages is indicated by the fact that during 1953-56 the: life-insurance business as a 
whole made $16.7. billion of residential mortgage loans, of which $5.3 billion were VA guaranteed and $3.4 
billion were FHA insured. Although exact figures are not available, it is well known that manyvof these 
residential mortgage loans are in fact small-business léans. Likewise the survey does not include farm- 
mortgage loans, which are really business loans. During 1953-56 the. life-imsurance business made 120,913 
farm-mortgage loans, for a total of $1,779,759,000, or an av¢rage loan‘of $14,719. 

2 These data are’ based on the supplement to the survey report, which ‘corrects the gross number of 
authorizations for duplicate reporting by 2 or more life-insurance companies purchasing part of the same 
bond issue. Consequently, the statistics represent the number of borrowing operations in which business 
and industrial firms obtained loans from life-insurance lenders, either through bonds or through mertgages 

4 

Table 2. also shows the number of ‘borrowing operations in which business 
and indusrtial firms obtained loans froin the reporting. life-insurance companies, 
either. through bonds or mortgages. Of the total number of--borrowing opera- 
tions reported for this period, almost three-quarters were for loans involving 
less than $250,000. Borrowing operations for less than $250,000 in which life- 
insurance companies provided loan funds rose steadily in number ‘from ‘3!680 
in 1953 to 4,242 in 1956. Data on the number of borrowing operations have been 
obtained by means of a supplementary survey which was designed to eliminate 
the duplication in reporting by 2 or more companies on separate bond issues.in 
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which more than 1 life company participated.’ In the case of mortgage loans 


- to business and industry, participation by moré than one company in a single 


loan occurs rarely: if at all, and the number of authorizations originally reported 


. in: the survey reflect the ‘number of borrowing operations that took place in 


each loan category. 
The average dollar amounts authorized by each company for investment in 


‘,each loan category are shown in table 3. These averagé. amounts have been 


computed by. dividing the total amounts authorized as shown in table 2 by 
the gross number of authorizations reported by the companies; before adjust- 
ment .for duplicate reporting. In the smallest category, loans under $50,000, 
the average authorization amounted to about $25,000 throughout the period. . For 
loans involving $10 million and over, the average authorization by individual 
companies was around $2.5 million, reflecting the participation in.loans-involving 
more than one investor. 

-Table 3 also presents a sunimary of survey results of average interest ratés ° 
on lifesinsurance. investments, classified by total size of loan. ‘The grand aver- 
age of ‘interest ratés shows a decline from 4.11 percent: in 1953 to 4 percent the 
next year, followed by an increase to an average 4.2 percent in 1955.and.a further 
rise in 1956 to 4.55 percent. These trends parallel the movement of interest rates 
in the long-term capital markets during this period. 


TaBLe 3.—Life insurance loans to business ‘and industry by size of loan, average 
amount authorizéd and average interest rate 


[Money items in thousands] 





1953 1954 


= | 














Total size of loan 
A verage | Average | Average | Average] Averag;| Average! Averay | Average 











amount rate amount rate amount rate amount rate 

Under $50,000___. aaa $24 4. 97, $24 4. 96 $25 4.95 $26 5.15 
$50,000 to $100,000_......_-_- 49 4. 80 68 4.79 68 4.75 49 5. 00 
$100,000 to $250,000 shes bates 147 4.74 150 4. 64 154 4. 66 153 4. 92 
$250,000 to $1,000,000__ .. +... 428 4..66 449 4. 54 436 4. 61 446 4.90 
$1,000,000 to $5,000,000... _- 1, 308 4.48 1, 391 4. 29 1, 403 4. 38 1, 448 4: 80 
$5,000,000 to $10,000,000_ 1, 331 | 4.28 1, 603 4.04 2, 287 4.28 2, 225, 4. 60. 
$10,000,000 and: over__-- - -- 2, 702 2 3. 90 2, 465. | 3.7 2, 657 3. 98 2; 860 | 4. 36 
as ST an —|— - daeaaiocticn lng jniealincieiatinoatisai 

Grand average.....-_- 742 2) 4.11) "658 4.00 |, 638 |». 4.20 23 | 4. 55 





After rising in the first 6 months of 1953, market: yields declined -steadily during 
the last half of 1953 and during 1954, while the'years 1955 and 1956 were charac- 
terized by a generally rising: trend of interest rates as demands for long-term 
funds outstripped the supply of savings. 

The inverse relationship of'interest rate levels to the total size of loan is shown 
clearly in table 3, with larger: loans commanding. lower rates than smaller loans. 
For example, in 1954 life-insurance investments in loans of less than. $50,000 
were authorized at rates averaging 1.22 percent higher than the rates for loans 
involving over $10 million of borrowing. .This is to be expected because the 
smaller loans are more expensive.to make and to administer, and: for other 
reasons which will be discussed. more fully in a later section. As capital 
market conditions changed between 1954 and 1956, the entire schedule of interest 
rates rose. The larger loans experienced the sharpest increase in rates and the 
smaller loans' the least increase, as-is shown 'by the persistent upward progres- 
sion from an increase of 19 basis points in the’ case of the smallest loans to 62 
basis ‘points:for the ‘largest class. Thus, borrowers in the smallest loan cate- 
gory paid an average interest rate of 5.15 percent in 1956 or only 79 basis points 
above the rate on loatis in the largest category. 


5 Life-insurance companies responding to the.survey were originally requested to report 
the number of authorizations' and dollar amount authorized in each category of “Total 
size of;loan.”’ Combining the 67 company reports inevitably presen duplication in cases 
where several companies participated in a direct placement by a single borrower, or pur- 
chased part of:a bond issue offered publicly to life-insurance companies and other. investors. 

6 The: average rates reported by participating companies are the gross contract rates 
on each’ transaction, weighted by the dollar amount authorized for that transaction., The 
interest rates shown in the survey tables roughly représerit the cost of borrowing rather 
aren rs yield to the investor since they take no account of administrative expenses and 
other fees. 
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These developments are set forth in greater detail in the summary of survey 
results in table 4 which shows the absolute and percentage changes in average 
interest rates on each category of loan size. Between 1954 and 1955 the’ rates 
on larger loans rose by 24.basis points, while the rates for smaller loans declined 
somewhat from the average of 1954. Rates on all categories increased in 1956 
over the 1955 average but the rise was substantially greater for large borrowings 
than for the smaller loans. Expressing the same trends as a percentage increase 
in borrowing: costs, the contrast between large and small loans is even more 
striking. As may be seen in table 4, average borrowing costs on loans under 
$50,000 rose by 19 basis points between 1954 and 1956, for a percentage increase of 
8.83 percent; the’rise of average rates on loans of $10 million and over was 62 
basis ning or a rise of 16.58 percent in the cost of such borrow ing. 


TABLE 4.— Absolute and percentage. changes in average interest rates on life insurance 
loans to business and industry by year and by total size of loan 


ABSOLUTE INCREASE (+) OR DECREASE (-—) 


[Rates in percent per annum] 


’ Total size of loan | 1953-54 1954-55 | 1955-56 1954-56 


—— - 


Under $50,000__..........-.-- site died ees ; —0.01 
$50,000 to $100,000 a ‘ —.04 
$100,000 to $250,000. __ Sa inl eaeae +: 02 
$250,000 to'$1,000,000 : +. 07 
$1,000,000 to $5,000,000... .._._- +. 09 
$5,000,000 to $10,000,000 +. 24 
$10,000,000 ‘and over - +. 24 


+. 20 


+1 #FF++45 
SSlRBES 


J J I J J 





+++4+44+h 
& | SSSBsRrRe 


& 


Grand average. 


DECREASE (—) 


aera 


ee I bil ac enthoubincaabacpeldanianauion —0. 20 —0. 20 +4.04 +3. 83 
$50,000 to $100,000 ey —,21 —. 84 +5.'26 +4. 38 
$100;,000' to $250,000...............--......-. —2. 11 +. 43 +5.'58 +6. 03 
$250,000 to $1,000,000 .... 1. nee ren nee enon tens . 58 +1. 54 +6, 29 +7. 93) 
$1,000,000 to $5,000,000... __- eee us +2. 10 +9. 59 +11. 89 
$5,000,000 to $10,000,000... >... --- 2-22 eee 5. +5. 94 +7. 48 4-13. 86) 
$10,000,000 and over. ____-- EL ciip a eiheadintone ; +6. 42 +9. 55 +16. 58 


Grand average_ -.-- . 6 +5. 00 +8. 33 +13. 75 











As will be seen later in this report, the occurrence of more ‘sizable increases 
in rates on larger loans than on smaller loans over the 1954-56 period is, found 
also in each section of the survey discussed below, namely, business and indus- 
trial bonds, public utility bonds, and mortgage loans to business and industry. 


3. INVESTMENTS IN BUSINESS AND ‘INDUSTRIAL BONDS 


Amounts authorized for investment in business and industrial bods increased 
in 1956 to $3.4 billion from a total of about $2.7 billion during each of the pre- 
vious ’3 years. As shown in table A-1 of the appendix, a large proportion of the 
amounts authorized were in connection with security issues amounting to $10 - 
million and. over. It is significant that the relative importance of authorizations 
in this class was about the same in 1956 as in 1954 and somewhat less than’‘in 
1953. . The dollar amounts authorized in 1956 for loans of less than $250,000 were 
higher than in 1953 and 1954 but showed some decline from the peak of 1955. 

Table A-2 in the appendix. presents loan authorization data classified by the 
asset size of business firms raising funds through bonds offered to insurance 
companies. The dollar amounts authorized for firms with assets below $10 
million were substantially higher in 1956 than in earlier years, and also showed 
a gain over 1953 and 1954 in terms of the percent of total amounts authorized as 
may be. seen in the lower half of table A-2. Authorizations to borrowers with 
assets of $100 million and over accounted for a large share of tlie total amount 
but have declined steadily in relative importance since 1953. 

Average interest rates on business and industrial bonds generally varied in- 
versely both with the size of loan and with the asset size of borrower, as shown 
in tables A-3 and A-4. Since firms with larger assets are more likely to. have a 
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higher credit standing, the lesser. risk on such investments is ‘one reason for ex- 
pecting lower interest rates on loans to such borrowers.’ ‘ Moreover, the adminis- 


trative expenses of processing loans of large dollar amount represent @ smaller — 


proportion of gross interest than the expenses on smaller loans, thus requiring a 
lower gross interest rate to produce a-given net yield to the investor. 

In the transition from easy credit conditions in 1954 to heavy demands,for 
eapital funds in 1956, average interest rates on business and industrial bond 
authorizations rose from 3.88 percent to 4.46. percent, an increase of 58 basis 
points. As may be seen from the data in table'A-4, the rise in borrowing costs 
over. this period was only. 19 basis points for firms with assets under: $1 million, 
‘58 basis points for borrowers with assets from 1 to 2‘million dollars, and 25 basis 
points for firms with between $2.million and $5 million in assets. In contrast to 
these smaller firms whose borrowing costs rose by the average or less, larger firms 
experienced a’ rise in interest charges close to or somewhat above the average of 
58 basis points. Borrowers, with assets over $500 million paid 57 basis points 
more, firms with 100 to 500 million dollars.in assets paid 70 basis points more, 
and those with 50° to 100 million dollars in assets experienced a rise in interest 
rates of 60 basis.points between 1954 and 1956. 

The composition ‘of business and industrial: bond investments by type of 
borrower is shown in table A—-5.., Manufacturing concerns accounted for roughly 
half of: the total, with finance companies next in importance although declining 
as.a percent of the total since 1953. Table A-6 presents the average amounts 
authorized by: each reporting Company. for each type of borrower, together with 
the average interest rates.on these authorizations. Tables A-—7 through A-10 
represent a cross-classification of the amounts authorized as between the asset 
size-of the borrowing firm and the total size of loan involved. Although excep- 
tions may be noted, these tables demonstrate the general tendency for large 
firms to borrow in latge amounts and vice versa. 


4. INVESTMENTS IN PUBLIC UTILITY OBLIGATIONS 


Authorizations to,invest in public utility bonds have declined sharply from 
$1,146 million in 1953 to, $429 million in 1956... Table, B-! brings out the fact 
that loans to public utility Concerns typically have been niade through partici- 
pation in issues. of larger total.size, ranging upward from $5 million. However, 
public utility issues of $5 million and over have accounted:for a smaller proportion 
of life insurance investment in utility loans since 1953 while the issues of smaller 
total size have gained as a percent of total utility investments by life companies, 
as mov be seen in the lower half of table B—1. 

Table B-2, shows that the largest single share of public utility investments 
has gone to. borrowers. with assets between 100 and 500 million dollars, while 
borrowers with assets of $500: million’ and over have received a smaller share of 
the total, The percentage of total utility’ loans going to public utilities with 
assets of less than $50 million has increased over the period, rising from 18.2 
percent in 1953 to 29.7 percent in 1956. 

Data in table B-3.on. average interest rates on public utility investments show 
the previously mentioned pattern of a decline in 1954 and a rising trend in 
1955 and 1956. The statistics also show the tendency for loans of larger amount 
to be made at lower.rates than smaller loans, although the inverse relationship 
between size of loan and average interest rate is not.as smooth for the public 
utility bonds as for ‘business and industrial bonds. In table B-4 average rates 
are classified by asset size of borrower and the-.inverse rleationship is again 
evident although not without exceptions. Comparison of the average interest 
rates for 1954 and 1956 reveals that the increase in rates for smaller utilities 
over this period has been much less than the increase in borrowing costs of public 
utilities with-assets of $50 million and over. 

Information regarding the number of authorizations and dollar amounts au- 
thorized to different types of utility concerns are shown in table B-. From 
1953 to 1956, the relative share of electric utility investments declined from 48 
percent to 14 percent of the total amount authorized, while gas and gas pipelines 
* inereased in. importance from 33 percent. to 65 percent of the total over the 
1953-56 period. -Table B-6 presents survey results on the average amount author- 





7Since loans of larger size are tvnically raised by businesses with larger assets and 
small loans are usually made to smaller firms. as shown in tables A—7 through A—10. it is 
to be expected, because those firms which have weathered the storm of business competi- 
tion and have grown larger are, generallv sneaking. better credit risks, that interest rates 
would be lower for larger firms and also for larger loans. 
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ized for each type of utility together with the average rates of interest.on the 
several types of utility investments. The lowest interest rates in each of the 
years surveyed were commanded by electric utility investments, while loans 
to gas and gas pipeline utilities showed the highest interest rates in 1954 and 
again in 1956. 

Tables. B-7 through B-10 present the data on amounts authorized in each 
year cross-classified as between total size of loan and asset size of obligor, and 
demonstrate the obvious faet that public utilities of small size borrow smaller 
amounts than do large companies. 


5. MORTGAGE LOANS TO BUSINESS AND INDUSTRY 


A substantial volume of life inurance loans to business and industry are made 
through the mortgage departments of the life insurance. companies. In cases 
where the earning power of the borrower cannot be determined ‘with certainty, 
or the principal income-producing asset ofthe borrower is real property, the 
mortgage loan. becomes. a ‘practical, meins of raising capital. Indeed, in cases 
where the Lusiness is unincorporated, State regulations prohibiting unsecured 
loans to such borrowers may make lending on real estate .collateral ‘the only 
means for a life insurance company to lend to the business concern ‘in question. 

The authorization of. mortgage loans to business and industry has increased 
from $750 million in 1953 to $1,269 million in 1956.°° Loans in amounts of less 
than $250,000 have increased in dollar. amount throughout this. period as shown 
in table C—1, although, a modest: decline.in the percentage share has taken place 
between 1954 and 1956. The survey data on number of authorizations for, niort- 
gage loans in each loan category are believed to acturately ‘reflect: the number 
of borrowing operations that took place in each loan category since participation 
by more than one life insurance company occurs rarely if at all. Table C-1 shows 
a concentration in the number of ‘authorizations in the smaller loan categories 
throughout the 1953-56 period: More than 80 percent of the‘ total number of 
authorizations was for amounts of less than $250,000. Loans for less than 
$25,000 numbered between 19 and 26 percent of the total while. loans frém 
$25,000 to $50,000 accounted for more than 20 percent of the total mumber of 
authorizations. Over 60 percent of the number of loans. were made in amounts 
of less than $100,000. 

Data were requested of the reporting companies on the asset size of obligor 
on mortgage loans; but this section of the suryey is of necessity incomplete since 
company records did not always contain this information. In making: mortgage 
loans investors are almost invariably concerned with the appraised value of the 
real property being mortgaged or the income expected from the property, rather 
than the assets of the obligor. In many instances, the asset’ size of the borrower 
has little direct bearing on the loan decision, particularly where the existehce 
of a long-term lease with a major tenant is an important factor, as: is‘often the 
case for loans on office buldings or shopping centers. The survey results on ‘asset 
size of mortgage borrower represent ohly about, 30 percent of the amounts, re- 
ported by size of loan or type of .property. Accordingly, it is evident’ that’ the 
data on asset size of mortgage borrowers in this survey cannot. be considered 
as representative of the total lending in this field by life insurance companies. 
For this reason, it was not possible to present a combined total of life insurance 
loans classified by asset size of obligor in the discussion. of overall loan trends in 
an earlier section of this report. 

Average interest rates on mortgage loans to business and industry are classified 
in table C-3 and show the inverse relationship between level of rates and.size 
of loan. An exception occurs in the case of loans involving. $10 million and: over, 
which were made at higher average interest rates in. 1954 and 1955; than' were 
loans of smaller amount.® Excluding’ this exceptional category, the data of 
table C-3 show that in the period from 1954 to 1956. thé general rise that took 
place in mortgage loan interest rates was more pronounced for.larger loans than 
for small loans. For example, the average rate of return on mortgages in.the 
$25,000 to $50,000 class increased by 20 baSis. points, while average ratesrose 
by 40 basis points on loans in the 5 to 10 million dollar category. 

All types of property have shared in the rise of business and industrial mort- 
gage loans between 1953 and 1956, with thé dollar amounts authorized for retail 


8It should be noted that the survey data on mortgage loans are partly on the ‘basis 
of the disbursements made each year since many reporting companies did: not keep mortgage 
records on an authorization basis. 

®Only 4 loans in 1954 and 9 loans in 1955 were reported in the $10 million ‘and ‘ovér 
category, as may be seen in table C—1. 
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trade-establishments and for hotels, garages, and theaters almost doubling over 
that period as may'be seen’ in table’C—5. The lowest interest rates have been 
obtained on general office building, loans, as shown in table C-6. 


6. MORTGAGE LOANS TO FARM BUSINESS 


Another ‘form of life insurance lending to business-type enterprises: is the 
mortgage loan on farm. properties., Although loans of this type were.excluded 
by definition from the survey, they may certainly be considered as a form of 
investment in the business enterprise of the United States. 

Data from the United States Départment of “Agriculture on farm mortgage 
loans by life insurance companies are roughly comparable ‘to the survey reports, 
although-in less detail. The table below presents these data for the years 1953 
through 1956 on the basis of acquisitions of loans (disbursement of funds) rather 
than of authorizations in each year. The amount disbursed in 1956 showed -a 
decline from 1955 but was substantially higher than in 1953 or 1954. The average 
amount of each farm mortgage’ loan has. increased steadily over the period, but 
it still averaged only. $17,000 in 1956. 


Farm mortgage loans of United States. life insurance companies for number of loans, 
amount disbursed and average amount of loan 


{Money items 'in thousands] 


| 


Average 





; | 
Number | Amount amount of 
| | Joan 
7 be ae He —_ rr —)— sbelinsialiearaicneacgnitiataitien 
eee ee ere Se eee ee ‘ Raised pute eocn eee 29,171 | $394; 485 | $14 
ae ene es a 28, 456 390, 322 14 
1955... : eheleveetcuceees eh as ; ; 34, 082 | 506, 999 | 15 
Pie ida sila cdinnthdhakithlamadnins ‘ phate dite 29, 204 | 487, 953 17 


Source: U. 8. Department of Agrictilture.. Statistics represent. companies holding slightly more. than 
97 percent of the total mortgage holdings of all ‘United States life insurance companies. 


TasBLe A-1—A.— Investments: in business and industrial bonds by size of loan, 
number of borrowing operations,! and amount authorized 


{Money items in thousands] 





j l : | 
1953 1954 1955 1956 
FAT a Call ae eee SE SE ae 
Total size of loan | i 
|Num-| Amount |Num-| Amount /Num-} Amount |Num-)} Amount 
ber ! | ber! | | ber! | ber ! 
| 
eT oa ee ass ar, 4 . " ree are. 7 ae et ee tee ae 
PI Os ' : 16} $394 13) $313) 5 $150 3 $81 
$50 to $100. . 7 16 868 ll 571 14 832 13 $25 
$100 to $250_- en - | 51) 6, 788 48 6, 176 67 10, 473 54 8, 028 
$250 to $1,000. ..-..___- | 171} 79, 228 194 100, 762 193 97, 182 164 97, 823 
$1,000 to $5,000....-_-- i | 171) 348,389). 222 418, 089 218 453, 599 236 510, 597 
$5,000 to $10,000_.__- | 49} 221, 971 31 208, 418 62 299, 705 64 323, 230 
$10,000 and over-.-- : 68) 2, 118, 848 73| 1,890, 146) 87) 1,816, 776 111} 2, 450, 382 
MUG chiitinsihecusks : 542) 2, 776, 486| 592) 2,624,475| 646) 2,678,717)  645| 3, 390, 966 
| | 


| | 





AS PERCENT OF TOTAL NUMBER AND TOTAL AMOUNT 


—<——— 





Under $50. .- pease -..|'. 3.0 (?) (2) t 08 (2) r 0.5} (2) 
$50 to $100 ‘ feats shied Bi0 (2) (2) Wee 5. (2) 2.0 (2) 
$100 to $250 lees 1'. 9.4 0.2 0:2) 10.4 0.4 8.4 0.2 
$250. to $1,000_- __ |. 31.5 2. 9) 3:9} «29.9 3.6| 25.4 2.9 
$1,000 to $5,000___ : 31.5 12..6 15,9] 33.7 17.0) 36.6 15:'1 
$5,000 to‘$10,000_—__ 9.0 8. 0} 8.0! 9.6 11.2} 9:9 9.5 
$10,000 and over... (< | 12.6 76. 3} 72.0} 18.5 67.8) 17.2) 72.3 
Wi ee | 100.0 100. 0|-100. 0 100: 0} 100.0 100.0} 100: 0) 100. 0 


| | | | | 





1 The data represent the number of borrowing operations in which business and industrial firms obtained 
loans from. life insurance lenders through bonds. The.statistics are based:on a supplementary survey of 
the-reporting companies which adjusts. the gross number of authorizations (shown in table A-1 below) for 
duplicate reporting*by 2:or. miofe life insurance companies purchasing part of the same bond issue. 

3 Less than 0.05 percent. 
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TaBLE A—1.— Investments in business and industrial bonds by size of loan, number of 
authorizations,! and amount authorized 


[Money items in thousands] 














| 1953 1954 1955 1956 

Total size of loan | | | ; 
Num Amount \Num- Amount |Num-) Aniount |Num-| Amount 

| ber.! ber! | ber ! | ber'! 
athe : —| ; 1 — 
i a oe ae | $304 } 13 $313 | 5|.° $180]. 3 $81 
$50 to $100..____- ‘ e <a 16 | 868} “11 14 | 832°} 13 825 
$100 to $250... __- : 51 |. .6,788'| , 48 6, 176 | .67'| 10,473. ° 54 8, 028 
$250 to $1,000_._______- -__.| 181 | 79,228 | 25.|-, 100,762 | 225|| 97, 182-]. 210 97, 823 
$1,000 to $5,000__- a | 273 | 348, 389 | 302:|, 418,089 |- 309 |. 453,599 | 378 | .° 510, 597 
$5,000 to $10,000___- |}. 92}. 221, 971 96 | 208,418 | 126:| © 299/705 | 141 323, 230 
$10,000 and over. -- | 470 |2, 118,848 | 370 |1, 890, 146.| . 482 |1, 816,776 | ,614.| 2, 450, 382 
i 








aidad skawnde sunbed ; 11,099 72 486 | 1, 055 \2, 624, 475 1, 28 | 2; 678, 717 1, 413 3, 390, 966 


AS PERCENT OF TOTAL NUMBER: AND TOTAL AMOUNT 








| j | | 
| | 
Under $50. ....- 15} @® |.12]° @ 0.4 | @ | 0.2 () 
$50 to $100 121.6) @® | 10] '@ Lut @®, «| 4,9 (2) 
$100 to $250 4.6 | 0.2]. 4.6 | 0.2| 5.4 | 0.4 | 3.8 "0.2 
$250 to $1,000 | 16.4 | 2.9 | 20.4 3.9 | 18.3 3.6: 149 2.9 
$1,000 to $5,000... : | 24.8 | 12.6 |.28:6 | 15.9 |°25.2. | 17.0: | 26.8 15.1 
$5,000 to $10,000_..- tanh S41 8.0:| 9.1 | 8:0.| 10,3 | 11.2 | 10.0 9.5 
$10,000 and over-_- coast ST 76.3:| 35.1 1 72.0 |-39.3 | 67.8 43.4 72.3 
Ns  . scdenrac beau _.|100:0'} 100.0 {100.0 | 100.0 |100.0 | + 100.0-|100.0 100.0 





| 1 
| | | | | 

.In contrast to the data of table A-1-A 6n the number of borrowing operations, the data shown ih this 
table for the number of authorizations contain a considerable amount of duplicaté reporting on bond issues 
in which more than 1 insurance company participated. This duplication occurs particularly in the higher 
loan categories, where a borrowing corporation obtains funds through. a direct placement with a number of 
companies or through a public issue purchased by a number of life insurance companies and- many, other 
investors. ’ 

2 Less than 0.05 percent. 


TaBLe A-2.— Investments in business and industrial bonds by asset size of obligor, 
number of authorizations,! and amount authorized 


[Money items in thousands] 


| | = 
| 1953 | 1954 1955 | 1956 
Asset size of obligor (millions) Pape eg abet A Rae 3 tts a or nn 
Amount |Num-| Amount 


| 
{Nums+| Amount |Num-| Amount |Num-| 
ber.! | 


"Ty 

| 

| ber! | ber! | | ber ! 

| | 
| } 

| 


| | ry 
eee | 40 $6, 517 48 $7, 365 al $5, 748) 29 $6,509 


ONC CEO ae ee arte ee csi 58 30, 739 41 21,459 60 22,954) 51} 23, 133 
Oe OE iia hak eck od me otannd wacideaee : 110 85, 717 143 88, 037 129} . 109,623} :140) | 133,702 
BO UO Clie ndiveneekicne cede bac tke 114 146,447 148 143, 171 126) 151; 271) 140) T84, 965 
ey OO Os oe So Ol 231 440,516 289 661,699) . 344 650,408) 357]. 487,732 
eG MRA Sar sadometokucbenieticcinna } 107 304, 874 88 249, 446 172 324,120! .. 186) 569, 749 
Oe BO Ge dac cake cdctncatneiondal 283) 777, 916 179 713, 136 235) 1, 098, 145 342) 1, #28, 725 
$500 and over..-....... elite eee 156 983, 760 119 740, 162 131 316, 450) 168) 056, 451 

Os 6 cada cda, <outluteedae | 1,099) .2, 776, 486) 1, 055] 2 624, 475) 1, 228) 2, 678, 717| 1, ‘3! 3, 390, 966 


| | | 1 
t ' 


AS PERCENT. OF TOTAL NUMBER:AND TOTAL AMOUNT 





Wier Ohi oo dc enoeceguncttcional sae 0.2). 4.5 0.3) 2, foun a2 2:0) 0.2 
0°06 Oi...) canes ' 4 lt &S b.1). 3.9 8; 4.9 9]. 3.6 Sy 
$2 to $5. rnd ad = wale te oe ake | 10.0 3.1); 13.6 3:4) 210-5} 4.1)" 9.9) 3.9 
$6: to-810: 2 62 conc c cabieceadaa} - 10,4 5.3) + 14.0 5,4): 10; 3 5.6 9. 9) * £4 
ET eae hs ‘2 -); 21.0 15:9} 27.4 25; 2} .28. 0) 24. 3|'' 25.3 20.3 
Ce | a a ed 1, 9:7 11.0} © 8:3} 9.5) 140 12.1): 13.2 16.8 
$100 to $500 Ro Nt 25.8 28.'0}, 17:0 27. 2| - 19. 1) 41.0): "2472 33.3 
$500 and over__.....-- ‘ 14.2 35.4) 11.2.3) 28. 2| 10. 7} 11.8): 11.9 19/4 
TOR oo ol Vacitalientennectuel | 100. 0) 100. 0} “100. 0| 100. 0} + 100,.0 100. 0} ,100. 0 100.0 

| | | | | ; 





1 The ¢ data shown for the number of authorizations contain. axconsiderable amount of duplicate reporting 
on bond issues in which more than 1 insurance company participated either through.a direct placetnent or a 
publicly offered bond issue. | Consequeritly, the,data'on number of authorizations’do not accurately refléct 
the number of borrowing operations, from the busfness concerns’ standpoint, in .which life-insurance com- 
panies provided funds, 
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TaBLeE A-3. — Investments in business anid industrial bonds by size of loan, average 
amount authorized, and average interest rate 


fMoney, items in thousands] 


| 





| 
1963 | 1984 a 1955 1956 
’ Total size of Joan J ‘| l [a 
oe oF » ty Ayerage’| | Aver rigs Average | | Average |, A ver: ige A verage,| Avérage | A'verage 
we ’ : real rate pemeny ie rate J amourit rate’ -| amount } rate 
\: | | | | | 
Under $50. BO tae $25'|° 4.36 | $24] 4.38" $30 |. 4.09 | $27 | 5. 53 
) to $100. 129i tb elke B4. |. 5.19. 52 |. 4.8711 59-1. 4.72 | 63} 4.99 
100 to $250__ pine ee 133..| 5: 07.) 129 4: 54 || 156 4. 63 149 | §..27 
$250 to $1,000. _» 2)... 438. | 4/79 | 469.|' 4.59.) 432. | 4. 67 | 466 | 5.04 
$1,000 to $5,000.08 2-2 1, 276 | 4. 50 1, 384 | 4.23 '| 1, 468 | 4.34 | 1; 351 | 4.77 
$5,000 to $10,000_. J... .- 2, 413, | 4.44.4. )2,171 | 4,.10;|-> 2,379 4. 20 2, 292 4. 55 
$10,000'and over.....--.-.__-|' 4, 508 | 3.88 | 5,109 | 3.74:| 3, 769 | 3.95 | 3,991 | 4.36 
Grand aiverage...:)....) 2,526) 4.03| 2,488) 388'|- 2,181| 4.07| 2400| 4.46 
‘ 





TaBLe A+4.—Investments in business and industrial bonds by asset size’of obligor, 
average-amount, authorized and average interest rate 


[Money items in thousands] 





1953 1954 1955 1956 
Asset size of obligor tote fe eo te ere a a 
(thillions) | | 
| Average | Average’ Average | Average | Average | Averagé | Average | Average 
\é amount | rate | amount | rate } amount rate | ainount rate | 
Under $1-- , | $163 |' > 5.41 |... $153] « 5.03]. .$185| ° 4.95] $224) 5, 22 ¢ 
$1 to $2 530}. 4:79 | 523"| ° 4.57 | 383 4. 86 | 454 | 5.15 $) 
$2 to $5 ie y 779 | 4. 67 | 616" 4.67 | 850 || 4.58 955 4. 92 § 
$5 to.$10 1,285} 4.61.) 967-4" °4.39] (1,201 | ° 4.40 1, 321 | 4.79 $ 
$10 to $50 -| ¥, 907 4.47} 2,290 4.20 | 1,891 4.17,| . 1,926.) 4. 69 $ 
$50 to $100 i 2 849 4.12 2, 835 3.89 1, 884 4.11.) © 3,063 4.49 ¢ 
$100 to $500 -.|° ‘2,749 3,94 3, O84 3.66 4,673 | 3.97 3, 300 | 4. 36 . 
$500 and.over.. <— 6, 306 | 3:71 6, 220 3. 56 | 2,416 3. 80 3, 907 4.13 
Grand average -{ °2, 526 | 4.03 | 2,488 | 3. 88 2,181 4.07 2,400 | 4. 46 | 
ja 


TaBLeE A—5,—Jnvestments in business and industrial bonds by, type of. borrower, 
number of authorizations, ahd amount aiithorized 


[Money items in thousands] 


1953 | 1054 } 1955 1956 
Total size of loan i Coney 1, eat P 7, 
i 


Num-)},Amount,|Num-| Amount |Num+} Amount |Num-) Amount 





ber | I" ber’ | ber | ber 

—_—_ _ a — ee — — a i — | 
Manufacturing_--.......-.-.4-- aay 491/$1, 249, 190) * 478)$1, 479,036 518/$1, 285, 003)"  665/$1, 782, 72 
Retail and w holesale trade wi svnieh 124 197,.443) 149 179, 123 112 178, 931 117 121, 26 
Service --..-- Lipli hh cin Ciheniestbee aka 16 37, 407 32 43,072 31 47, 590 24 25, 0 
Finance comps anies.___ tired 274 f 187 421° 498) 36} 460, 022 354 52 2 
Transportation other thi wn ‘rail... _.. 55 37 157, 888 46 403,268 79 472, 604 
ee EE. db banc cougean sews |} 139 72\ 343,858 160| .. 303,903 174 461/13 

ee he ed ate od 1,099] 2,776, 486). 1,055) 2,624, 475): 1,228) 2,678, 717), 1, 413)’ 3, 390, 966 
pikedieapai matdic hase siaeelmesciamip beam gt 

AS PERCENT OF TOTAL NUMBER AND ‘TOTAL AMOUNT | 

Manufacturing. -- pacha 44.7 45.0) 45:3 56.4] 42: ¢ 48 0} 47.1 52. 6 } 
Retail and wholesale trade__.--___._- 11.3 7.1) 14.1 ; 8} + 9.11 6.7 &.3 3:6 
Service IO’ rant 1.5 13}. 3/4 | 2.5 1.8 7 8 
Finance companies. ._- 2 ae a 27. 4). 17.7} 16 1) 29.4) 17. 2). 25. 0} 15.5 
Transportation other than “rail anal. ON 4.9 336 6.0) 3:8 15°0| - 5.6 13:9 i 
BR GR sc irawbh sien pth edie 12. 6| 14.3) 16/3 13.1] 13-0 11.3}' 12/3 13.6 

Total te eee 100. 0} 100.0} 100. 0) 100: 0 100.0; 100.0 100. 0 | 
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TABLE A-6.— Investments in business and industrial bonds by type of borrower, 























ge : , 
‘average. amotnt authorized, and average interest rate 
{ Moneyritems in thousands] 
1953 1954 1955 1956 
= . i Type of borrower Pa a = | tr |) Ooo Ge tie 8 sey aM aT 
g6 . , Average | Average | Average | Awerage Average »A verage P. AXerage Average 
2 “ amount | rate { amount rate.:°|anjount | & rake arjounte fr 
eine cpeaiocdtl seek anipentata Bicone aces fo Poe emi SU 
~ | | } } : 
53 Manufacturing 8. 87 $3,094 8. 83°! :$27481: |.» "£12 | $2, csr | 4. 4; 
99 <° Retail arid wholesale trade 4,04 1, 202 3.90 1,598 4'.01 1, 036.) 4. 
97 " Service.- 4.27 | 1,346 4.14 1, 535 4.40 | ‘3, 083 | . 56 
04 Finance companies. 4. 06 2, 254 3. 63 1,-274 4.00, | -/:1, 489 31 
77 Transportation other than | | 
5B rail 2. 468 4.'50 4, 267 3. 88 8) 767 31 97 5,982 4. 58 
36 All ther |; 2.856 4.31 1, 999 4.35 | 1,899 4.16 2, 650 4. 55 
| 
; se “ co ot ain 
46 Grand average 2, 526 ..| 4.03 2 488 | 3. 88 | 2, 181 4.07 2, 400 4. 46 
| ' i L 
, TaBLE’ A-7.—Inuestments in business.and industrial bonds by séze of loan and 
, assel size of obligor authorized in 1953 
{Amounts authorized in thousands of dollars] 
Asset size of obligor (in millions of dollars) 
7 Total size of loan | ‘ Te eee te 
ss ‘ Total Under-| $1 to $2 | $2 to$5-| $5to | $10 to | $50 to | $100 to |$500 and 
$1 :.] $10 | $50 $100.. | $500 | over 
«an ies | | |, eet 
2 » Under $50,000 $394 $62} $15 $57 $54 $90 $91) $25 
5 ‘ $50,000 to $100,000 | 868 456 160 100 102}_". +, 50}. ; 
> $100,000 to $250,000 6,788) 3,419 975 1, 025 350! 569 $151) 599) _.. : 
9° $250,000: to $1,000,000 79, 228| © 2,880) 12,155) 31,851) ' 15,770) ~ 9, 957) 1,143), , 2, 822) | 2, 650 
9° _ $1,000,000 to $5;000,000_2.- | "348, 389! | 11,414) 82; 784) | 72, 260) 189,301] 20, 260} 4 546] = 1, 824 
9 $5,000,000 to $10,000,000_. 221, 971 6, 020 B7, 413) 76, 578| «61, 609! 33, 587|: +6,'764 
6 $10,000,000 and ever. 2, 118, 848 »-| 20, 000].- 20, 500} 163, 919) 221, 711) zn 221! '972, 497 
t a ‘ Ge ae en vie 
é Total. 2, 776, 486 6, 517) °30, 739). 85, 717; '146, 447) 440,.516 “304, 874 777, 916) 983, 760 
65 no a 4 i 1B pen) ph ht be 
TABLE A-8,— Investments in husiness:and industrial bonds bi size of loan and: asset , 
size of obligor authorized tn 1954 
{Amounts authorized in thousands of Uollars) 
Asset size of obligor (in millions of dollars) 
Total size of loan 3s Pat : ; &. Ere aie W ae ee 
Totul Under | $1 to $2) $2 to$5)| ‘$5 to $10 to |. $50 to’ | $100,to |$500and 
$1 $10 $50 3100. | ‘$500 over 
es ; . cain pone Seenrare 
Under '$50,000 $313 $140 ‘ ' $70 $30 $4 ’ $69) 
; . $50,000 to $100,000 571) 275 $50 Rb 47 63}. 44 $50. 
$100,000 to $250,000, 6, 176 2,, £129 $935 1, 435 832). 345)". 2 4. 
$250,000-to $1,000,000 100,762 4, 308 7,510)... 48, 805) 18, 469)" 18,009 1, 500) + 1, 650) 511 
$1,000,000 to $5,000,000 418, O89 13\" 12/014| 36, 247| 122, 896) 205,782) ..22,887) {119386}. °6, 864 
$5,000,000 to $10,000,000 208, 418 1,000 1, 000 1, 000). 161, 704; * 11,823) © FI, 116} 775 
$10,000,000 and’ over- 1, 890, 246 500 650) 275, 295!. 213, 169) §68, 570! 731, 962 
is . ¢ ~_ {— ~~ 
Total 2, 624, 475 7, 365| ° 21,459) 88, 037! 143, 171] 661, 699) 249, 446 743, 136) 740, 162 
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TABLE, A—9,— Investments in business and industrial bonds by size of loan and asset 
size of obligor authorized in 1955 


{Amounts authorized iin thousands of dollars] 





Asset size of obligor (in millions of dollars) 





Total size of loan err ene ee wie CT 





























Total | Under | $1 to $2| $2to $5) $5to | $10 to | $50 to | $100 to |$500and 
$1 $10 $50 $100 $500 | over 

Under $50, 1 eee $150 a Hinmcala $33 $20 $45) $25)_..- 
,000 to $100,000..." ...__ 832 385)... 115)... 175| 107|... ha 
100,000, to $250,000. 42... -- 10, 473),, 1,829 $1, 573) 2,276; 1,231| 1,080} 1,305]. $699) 

” $250,000 to $1,000,000... . 97, 182] -3,505| 15,341] 20/214) 23.604) 21/055) 2 503} 1, 310 650 

$1,000,000 to $5, pi0;000-. 453, 599). 1 6,040! 64,260) 85, 016 232, 324) 45,228) 11,630) 9, 101 
$5,000,000 to $10,000,000...-| 299, 705|,------ |.) 10, Stoo 41, 400| 138,071} 65,948) 43, 961). 

$10,000,000 and iover...___- -|1) 816, da visa alll dela is 257, 658) 209, 004)1, 040, 545 | 306, 169 

Totehe oo. weed. 2, 678, 717| | 15h 271| 650, 408] 324, 120)4,0 098, 8 15) 316, 450 





Tasie A-—10.— Investments in business and industrial bonds by size of loan and asset 
size of obligor authorized. in 1956 


[Amounts authorized in thousands of dollars] 


Asset size of obligor (in millions of dollars) 





Total — riot to $2} bs2 to'$5 
1 


| 


j I, | , ne | a | } 


| 


$5, to | $10 to $50 to iF $100 to, |$500and 
$10 $50 $100 | * $500 | over 


Total size of loan 























Undér $50,000... 222! $81) $56}... ; 25] _- ‘ciel Sain 

,000 to'$100,000.-. 825]. 400} $75). $100) FTE gece ance kins seeks 
100,000 to $250,000 _:__u_. 8,028)' 1,950} 1, 589 2,095) 801 513] $405] $205} $470 
$250,000 to $1,000,000. _-_- 97, 823) .'4,003| 11,298] 34,455) 22,116) 17,446] 2,525] _5, 480) 500 
$1,000,000 to $5,000,000_-._| .510, 597] 100} 10,066! 71/952! 104,563! ‘252810! 2m 122] 37° 552! 5, 432 
$5,000;000 to $10,000,000_...| - 323, 230)._ 2. 105} 10,'500| “57, 375} 160,908] 47, 860] 44, 614 1, 868 
$10,000,000 and over.._.._: 2,'450, 382), _- |. : 14, 600}. ....-..| 255, 890} 490, 837|1, 040, 874 648, 181 

| Je LX Ace ennte teenies 


Det 3, 300; on i 6, 509) | 23, a 133, 702| 


184, oe 687, 732]. 569, a 79h, 128, 7 | 0 656, 451 


Fae 








Tas 


Under 
$50 to 

$100 to 
$250 to 
$1,000 | 
$5,000 

$10,000 


Under 
$50 to § 
$100 to 
$250 to 
$1,000 t 
$5,000 t 
$10,000 


I 


'In ¢ 
table fo 
in whic 
loan cat 
or.thror 

2 Less 





el 


1 


ee 
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Tas_e B-1.—Investments in public utility obligations by ‘size of loan, number of 
authorizations * and amount authorized 


{Money items in thousands} 
































1953 | 1954 | 1955 1956 
Total size of loan TA 

Num-| Amount |Num-} Amount |Num-| Amount, (Num-} Amount 

ber! ber ! ber ! ber.! 
iar x Bach len sel 5 Od ree : 
tee S006 oi eee uel 12 274 6 $165 6 $166 6 $i71 
BU io ie cnciepandcessnenva cane ll 712 25 1, 485 7 544 15 992 
TN i in MOS ding wdbmeieeien 27 3, 352 62 8, 947 38 5, 471 37 4, 943 
0 ne Se ee 77 26, 580 77 27, 944 68 26, 440 51 19, 754 
ST EP EI ne cccotvwecgancenda 137 91, 929 137 84, 702 126 69, 749 102 163, 844 
SEO €0 GIO wo cedcctvwsccosccunct “SON 126, 670 | 122 69, 498 66 32, 674 65 42; 657 
te sae eee ee 660 896,931 | 686 610, 098 377 347, 800 383 296, 576 

OUI Siri cctl ie ocscnsanbleenat 1, 127 i 146, 448 |1,115 802, 839 | 688 | 482;844 | 659} 428, 937 


AS. PERCENT OF TOTAL NUMBER AND TOTAL AMOUNT 


Wer BOO. ooo cenoh yates Gaon as | 


—— i 


| 














1.1 (2) 0.5 @) 0.9 Q) 0-9 (% 

Bh t0 S100) tie ak eee ft. 10 O11) 2.3 0.2 |. 10 01) 23 2 
A a RET Se ag 2.4 .3:| 3&6 14 | 6.5 1.1] °5:6 12 
$950 to-S1-000%.. 253 cis a ct at oe 6:8 2.3|°69 3°5'|} 99 B51. 771; 4.6 
SHEED SBOUD. dooce Gece 12.1 8:0 |-12.3 10.,5'| 183 14.5. 15.5 149 
$5,000 to $10,000. -02 2... sie Juccewhs | 180 IL. 1 10,9 8.7 9. 6 68 9.9 10.0 
$10,000 and over_.._...:. Sete dee | 58.6 | 78.2 | 61.5 76.0..| 54:8 72. 0.) 58. I 69.-1 

Nr i oe ico 0 | 100.0 100.0 | 100.0'|100.6 | 100.0 {100.0 100. 0 





1 In contrast to the data of table B-1-A gn the number of borrowing operations, the data shown in this 
table for the number of authorizations contain a-considerable amount of duplicate reporting on bond issues 
in which more than 1 insurance company participated. ' This duplication occurs particularly in the higher 
loan categories, where a public.utility obtains funds through a direct placement with a number of companies 
or.through a public issue:purchased by annumber of life insuratice companies afid many other investors. 

2 Less than 0.05 percent. 
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TaBLye B-1—A.— Investments ‘in public utility obligations by size of loan, number of 
, borrowing operations,' and amotint authorized 


[Money items in thousands] 


— = rs — ahead smotaniag — — ee 




















: 
1953 | .'.° 1954 1955 1956 
Total size of loan Te ie red rit] ee A OM ae le | oe 
Num-} Amount |Num-| Amount |Num-| Amount. |Num-| Amount 
| ber! | ber! | ber ! | ber ! | 
a er frie | - | ——|-——-—~ 
Under $50. ....--.2.--..2.. 12 | $274 6 | $165 | 6 $166 6 | $171 
$50 to $100__., .. 4-2. bee r; by 712 25 | 1, 485 7 544 15 | 992 
$100 to $250... -/-._2,: 18) 3,352] (62) '8,947]° 38 5, 471 49 4, 943 
$250. to $1,000. ____- . 53 |: 46,580 64 | 27,944 54 26, 440 38 19, 754 
$1,000 to $5,000)... ; |; 56 |° ‘91; 929 69 | 84, 702 55 69, 749 46 63, 844 
$5,000 to:$10,000_- _ . - : 27.| 126, 670 30 | . 69, 498 | 17 | 32, 674 14 | 42, 657 
$10,000 and oVer_._.-.:_.. i . 77 | 896, 931 98 610; 098 62 | 47, 800 69 | .296, 576 
—$ | | - } | — - 
Total....-..-: . (| 254 il, 146, 448.) 354 | 802,839 239 482, 844 237 | 428,937 





AS PERCENT. OF. TOTAL.NUMBER AND TOTAL AMOUNT 


Tnder $50. - - ; 4.7 | (%) 4]. .1.7 (2) | 25] (2) 9 5 | (2) 
$50 to $100 ; 4.3 0:1 7.0 0.2} 2.9 02:1 63} 0.2 
$100 to '$250 ‘ 7.1 13 | 17.5 1.1 | 15.9 | 1.1 | 2.7] 1.2 
$250 to $1,000. _- 20.9 2.3 '|.18.1 3.5 | 22.6 5.5 | 16.1 | 4.6 
$1,000 to $5,000__- | 22.1 8.0'} 19.5 10.5 | 23.0} 14.5 | 19.4 | 14.9 
$5,000.t0.$10,000_.__ 10.6 11) 8.5} 8.7) 7.1) 6.8 | 5.9] 10.0 
$10,000 and over. 30. 3 78.:2:| 27.7 76.0 | 26.0 72.0 | 29.1 69. 1 
Total. __ 100. 0 100. 0. |100. 0 | 100. 0 |100.0 100.0 |100:0 | 100. 0 


| 


1 The data represent the number of borrowing operations in which public utility concerns obtained loans 
from life insurance companies through bonds, . The ‘statistics are hased on a supplementary survey of the 
reporting companies; which adjusts the gross number: of. authorizations (shown in table B-1 below) for 
duplicate reporting by 2 or more life insurance companies'purchasing part.of the same bond issue. 

2 Less than 0.05 percent. 


TaBtE B~2.—Jnvestments in public utility obligations by asset size of obligor, number 
of authorizations,’ and amount authorized 


{Money items in thousands} 





1953 1954 | 1955 | 1956 


Asset size of obligor (millions) ; . ' 
Num-| Amount’ ;Num-|} Amount Num-} Amount |Num-| Amount 











ber ! ber ! ber ber ! 

Under $1--- / 33 $4, 569 69 | $2,290) 49 $11, 556 35 $5,471 
Oe CN a Vi tA Be ' 19 9, 372 29 | 11,411 24 8, 144 22 7, 249 
$2 to $5_. mt | 42] (15,138 40 22, 581 28 17, 350 38 21, 384 
$6 to 900... ........-- | 40 27,597 | ‘54 35,606 42 23, 540 4 19, 530 
$10 to’ $50 ; 177 f 135 126, 006 4 77,478 111 73, 782 
$50 to $100__- 119 98, 630 109 55, 093 57 21, 963 53 36, 864 
$100 to $500 504 612, 536 475 $16, 336 284 175, 063 210 77; 028 
$500 and over ‘ 193 225, 813 204 1'23, 426 160 147, 750 166 87, 629 

Total... 1, 127 |1, 146, 448, |1,115 802, 839 688 482, 844 659 428, 937 


AS PERCENT OF TOTAL NUMBER AND TOTAL AMOUNT 


Under $1. - 2.9 (). 4 | 6.2 1.5 7.1 2.4 5.3 | 1.3 
$1 to $2 | 1.7 8 | 2.6 1.4 3.5 | 1.7 3.3 1.7 
2 to $5 7 1,3 3.6 2.8 4.1 3.6 5.8 5.0 
$5 to $10 3-H 2.4 | 4.8 4.4 6.1 4.9 3.6 1.5 
$10 to $50, x 16.7 13: 3. | 12.1 15.7 13.7 | 16.0 | 16.9 17:3 
$50 to $100 10. 6 8. 6 9.8 6.9 8.3 4.5 | 8.0 8.6 
$100 to $500 44.7 53. 4 42.6 51.9 34.0 36.3 31.9 11.3 
$500 and over 17.1 19. 7. 18. 3 15.4 23. 2 30. 6 25. 2 20.4 

Total. 100.0 100. 0 100. 0 100. 0 100.0 | 100.0 100. 0 100. 0 


i The data shown. for. the number of‘authorizations contain a considerable amount of duplicate reporting 
on bond issues in which more than 1 insurance.company participated either through a direct placement 
or a publicly offeréd bond issue. Consequently, the data on number of authorizations do not accurately 
reflect the number’ of borrowing operations, from the business concerns’ standpoint, in which life insurance 
compaiiies provided funds. 
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TaBLE B«3.—I nvestmént in public utility obligations by size of loan, average amount 
: authorized, and average interest rute 


[Money items in thousafids] 





v _ — 


1953 1954 1955 1956 
— pagent ai a din | ccc sittin acta, 
Total size of loan | 
Average | Average-| Average tai Average | Average 
amount raie amount | rate amount 








Average | Average | Average 
rate amount rate 

















biti ipnieitanp aie bike sins Eacidaapdlicall einidiacgelecs meihia 
Under $50. ___-- $23 4.17 $28 3. 94 $28 4. 60 $29 4,.56 
$50 to $100 65 | 4.32 59}. “4.14 78} 4.31 66 4, 86 
$100 to $250. __ 124 4.'26 144 3.95 144 4. 26 134 4.35 
$250 to $1,000___- 345 4.47 363 4.13 389 4. 22 387 4. 57 
$1,000 to $5,000 é : 671} 4.25 618 3.72 554 3.84 626 4.52 
$5,000 to $10,000. __- 624 | | 3189 570 3. 46 495 4.07 656 4. 60 
$10,000 and over __- I, 359 | 3.04 889 | 3.61 923 3. 85 77 4.23 
! bk a ey Reap I eta NE da a aoe nied 
Grand average. __..__-- of 017 L | S07} 72 4. 33 


3. 63 702 | 3.89 651 
| ' | 


TaBLeE B—4.— Investments in public utility obligations by asset size of obligor, average 
amount authorized,'and average interest rate 


[Money items in thousands] 





1953 1954 | 1955 1956 
Asset size of obligor Semen eer eRe ea oer a are ae ee | ; 
(millions) A veri ec ae aia neat | A vere tsetse re 
Averige | Average | Average | Average | Average | Average | Average | Average 
amount rate amount rate amount | rate. | amount rate 
| } | | | 
Under $1 | ° $138] °.4,81]! $178 |°° 4.43 $236 | 4.50} | $156 4.71 
$1 to $2 | 493 | 4. 38 393 4,38 339 4. 37 330 4.71 
$2 to $5 360 | 4.28 565 4. 02 §20 4: ¥7 | 563 4.69 
$5 to $10 | 690. | 4.43 | 659 4, 4 560 3.90 | 814 | 4. 57 
$10 to $50 | 863 4.29 | 934 | 3. 82 $24: | 4.02 | 6A5 4.46 
$50 to $100 | 829 4.13 5O5 | 3. 48. | 385 | 3.85) | 696. | 4.48 
$1 to $500 ; 1° 1,216.1; '3.91)} 878 | . 3.55 | 748 3.98 | 843 4.21 
$500 and-over.. 1,170 | 3.71 605 3.44 923 3.61 | 528 4.19 
Grand average.___...- 1,017 | 3. 97 | 720 | 3. 63 702: | 3. 89. | 651 4.33 
| | | | 





TaBLE B—5.—I/nvestments in public-utility obligations by type of borrower, number of 
authorizations, and amount authorized 


[Money items in thousands] 


- 


1953 | 1954 pe 1955 
beni he eens 3 y 


| 
Type of borrower | 
Num-} Améunt |Num-| Amount }Num-} Amount peer | 


ber 


Ainount : 





tgp lapnrtlin Saphenous - anal eiipapmentinh ni awe a “ 


k 
i 
ber |. ber ber || 
| 


681| $552, aoa] 559 $340, 994). - 283] $101; 034] 220) $61, 258 
243 383, 355 299 365, 484) 166) 288, 299] 218 277, 555 


Electric utilities 
Gas and-gas. pipelines 


Water utilities seed sah, SBF 29, 177 65 30, 606] - "53 20,515 57| |. 32,113 
Telephone __- ; i..--|' 129) .175, 3997. 169 56,881) 167 59, 322) 161; 56, 458 
All other utilities_- 17 6, 223 23 8, 874 19 13, 68! 3| 1,588 

Tothl...-_- ..---| 1,127) 1, 146, 448] 1, 115]. 802, 839 -- 638} 482, 844) 659] 8, 937 


AS PERCENT OF TOTAL NUMBER AND TOTAL AMOUNT 


Electric utilities a See eile 60. 4 48.2) 50.1 42.5) .° 41.1 20. 9}. .33. 4 14,3 
Gas and gas pipelines 21,6 33.4, 26.8 45. 5. 24.3 59.7}. 33.1 64.7 
Water utilities_- 5.1 2.6 5.8 3,8 7.7 4.3 £.6 7.5 
Telephone 11.4 15.3). 15.2 7:1) 24.3 12.3) 24.4 13:1 
All other utilities 1.5 5 2.1 1.1 2.8 2:8 5 .4 
Total J 100.0 +}, .100.0, 100.0 100.0) .100..0 100.0) - 100, 0} 100.0 

i { 


255 


3S. 
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TABLE B-6—TInvestments in public utility obligations by type of borrower, average 
amount authorized, and average interest rate 


[Money items in thousands] 





1953 1954 1955 1956 








Type of: borrower 





Average | Average | Average | Average | Average | Average | Average | Average 
amount rate amount rate amount rate amount rate 














—. — 
Electric utilities-......-...2. $811 3:79 $610 3. 25 $357 3.39 $278 4.04 
Gas and gas pipelines....__- 1, 578 4.26°| | 1,222 3.99 | 1,737 4.06 | 1,273 4.41 
Water utilities...) 0: 512 4.33 471 3. 60 387 3.87 563 |. 4.34 
Telephone . eT 1, 360 3. 82 ' 337 3.63 355 3: 83 351 4.25 
All other utilities... ----__ 2. 366 4.31 386 3.71 720 4.18 518. 4.29 
MS eee 2:] 4,017 | 3.97 720 3. 63 702 3. 89 | 651 ! 4.33 


TaBLE B-7.— Investments in public utility obligations by size of loan.and asset size of 
obligor authorized-in 1953 


[Amounts authorized: in. thousands of dollars] , 





— age — oe 


Asset size of obligor :(in millions of dollars) 





| 
Total Under | $1 to $2/| $2to$5| $5to | $10 to 
$1 


Total size of loan | 
$50 to | $100 to |$500and 





$10 $50 $100 | $500 over 

enigeipaentpeletitmelenicinataes ladies iil alpen iat enn asset. pyecninoaictaste ase ; ‘ 
Under $40,000.............| | sara] giso| $19 }_.__-.. ae $15 z | $51 |. 
$50,000 to $100,000... . .-. 712 265 60 |... Ee 4 | . 303 | 
$100,000 to. $250,000 °_.__.- 3, 352 838 611 $790 $185 | | 200 476:|  - $252 
$250,000 to $1,000,000- _ . .. 26, 580 777 | 4,936 | . 9,378 | 5,565 | °3, 674 250 *| : 
$1,000;000 to $5,000,000... 91, 929 500 | -2,300 | 4,970 | 21,372 | 50; 534 | $5,666 | 6, 587 
$5,000,000 to $10,000,000....| 126, 670 "}......-- Vibeke. 475°| 29, 109 |.25,790 |.71, 266 | 30 
$10,000,000 and -over__-_--- 896, 931 1, 456 ; : 69, 167 | 67,174 |533, 603 | 225, 531 

TO ob ssc sciatsan i 146, 448 | 4, 569 | 9, 372 | 15, 138 | 27, 597 182, 793 98,630 e12, 536 | 225, 813 








TaBLE B-8.—Investments in public utility obligations by size of loan and asset size 
of obligor authorized in. 1954 


[Aniounts authorized in thousands of dollars] 
































Asset size of obligor (in millions of dollars) 
Total size of loan ] Pa l rt 
Total Under | $1 to $2 | $2 to $5/|. $5 to | $10 to | $50 to ke to |$500 and 
| $1 | $10 | $50 | $100 | $500 | over 
ap aan a ie Saco a ins ee 
natant 
Under $50,000 _:_....-:. $165 | $65 $25|° $15 | $60 Dee 
$20,000 to $100,000........:| 1, 485 | 933 | 50 | 402] - $100 
$100,000 to $250,000 ____..- 8,947 | 3,860] $1,287 | $1,025 ; 352 | 1,444 1, 029 
$250,000 to $1,000,000... 27,944 | 6,682 | 7,449 | 6,511 | $4,799 | 2,303 - SOO io ice 
$1,000,000 to $5,000,000 ....|' 84,702 | . 750 | 2,725 |.15,045 | 20,794 | 38,085 | 6,853 WO 4 ais: fan 
$5,000,000 to $10;000,000-...|- 69, 498)... ae: i0, 013 | 25,781 | 14,774 | 18, 930 
$10,000,000 and’ over. ._.-- 610, 098 | __- | | 59, 500 ) | 33, 451/394, 850 122, 297 
NE oe teak | 802; 839 } 12,290 | 11,411 | 32,581 | 35, 606 126, 096 | 55 


O08. | 1416, 336 123, 426 








ns i SE 





Tal 


Und 
$50,0 
$100, 
$250, 
$1, 
$5,0C 
$10;¢ 


Unc 
$50, 
$10C 
$25 
$1,0 
$5,0 
$10, 
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TaBLE B-9.— Investments in public utility obligations by size of loan and asset size of 
obligor authorized in 1956 


{Amounts authorized in, thousands of dollars] 








Asset size of csacete (in millions of dollars) 























Total size of loan i ; 
Total | Under | $1 to $2) $2to$5| $5to | $10 to | $50 to, |'$100 to |$500and 

$1 $10 | $50 $100 over 
Under. $50,000... _...:....- $166 BENG foie cenadna cima ieeeaowes les heaps Sibaadl sk cosh cllslad ih dig ha tecntl $50 
$50,000 to $100,000 panini desem 544 SE bethincniedigatpigiulet Gian laid nie kell nha tien 7 76 
$100,000 to $250,000_....... 5,471 | 2,691 | $1,375 $300 ST Foie swrotieadcate 403 402 
$250,000 to. $1,000,000. _ _ _- 26,440 | 8,368 | 5,269 |° 4,200 | 6,828 $1, CE: Lew btln ik hsacie duisileece Unk 
$1,000,000 to $5,000,000_ __ _- 0) 740 | 55......- | 1, 500 | 12, 850°] 15,712 | 32, 744 | $5,368 |. 1, 556 19, 
$5,000,000 to $10,000,000..-.|-  32)674 Jz.l2i_..)Ylol2 2 i}e ltl] 16,712 | 11,756 | 4,001 205 
$10;000;000 and over.....-. 347, 800. |..-..... |= api partielle a thik int 700: | 26, 247 I 4,839 |169,016 | 146; 998 
WANE ini ccncisnnsaast | 482, 844 ma | 11, 556 fi 8,144 { 17, 350 |; 23, 540 | 77,478 21, 963 fi, 063 | 147, 750 

a ' L 





TaBLeE B-10.— Taed -stments in ssublic utilit y; obligations by size of loan and asset size of 
obligor: a uthorized in 1956 


[Amoyats authorized in ‘thousands of dollars) 














A’sset size of — (in millions of shea 

Total size of loah hee . vt y rs 
Total Under | $1 to$2| $2to$5| $5 to | $10 to | $50 to | $100 to $500 and 

$1 $10 $50 $100 $500 over 

meneeeleqememene puenapeceeerertone tends 7 aaa pninsensenperemeesiennyenel emesis —— Lancing 

Under $50,000___._..._.- $171 SO Reni ae eg ee a ees OO tos L $81 
$50,000 to $100,000_ 992.|. .° 705 $50 $86; )-..°.,.-[ $181 [3.22.7 ‘ 
$100,000 to $250,000. 4, 943 | 1,603 |. 1,485,] $845 |2_- 3 ys! | 404 403 

$250,000 to $1,000,000__.. 19, 754 | 3,093 |" 4,514") - 8,944 | $1,050 | 2,153 Seg Se Be 
$1,000,000 to $5,000,000... 63,844 |__ 1,200 | 11,595 |. 8,320.] 35,139 |. 3,600 | 2, 500 | 1, 490 
$5,000,000, to $10,000,000_...| 42, 657 | I ; 10, 160° | | 21,764 |, 8,403 | 2,330 ; 
$10,000,000 and over 296, 576 | 14, 437 24; 841 (171,643.) 85,655 
— ee a ithe —— | we apalinbeiatiy 
Total. ......-.--.--.| 428,987 | 5,471 | 7,249 | 21, 384 19, 530 ? 73, 782 t 36, 864 |177, 028 | | 87,629 




















Pin, EB C-1. — ‘Mortgage ani to business and industry by size of loan, number’ of 
authorizations,! and amount authorized 


[Money' items in thousands] 





















































[ 
L 1953 1954 | 1955 1956 
Total size of loan , 
Num-| Amount'|Num-} Amount |Num-| Amount Num-| Amount 
k ber ber ber ber } 
7 we | . } 
! 

Under $25.....--- 1,064 |, $15, 983 | $15, 825 |1, 067 | “$15,343 |. 934:] | $13, 625 
$25 to $50... 915,| 32,153 i 970 34,143 | 986 | 35,066 |1, 010 36, 244 
$50. to $100_______- 788 54,839 | 898} 61,616 | 960 | 65; 732 |1, 047 72; 017 
$100 to $250 789-| 116; 893 | 962 | 145, 561 |1,065 |”. 168, 810 |1, 111 171,485. 
$250 to $1,000_-- | 371 | 163,519 | 551 | 249,506 | 616 | 272, 969 621 275, 598 
$1,000 to $5,000... | 135-| 272;799 | 177.|° 354,046 | 175 | 332)281 | 216] ” 433,395 
$5,000 to $10,000... be 53,362} 14]. 94,000} 25 | 163,950} 21 139, 097 
$10,000 and over-.-. 1.| 40,000}. 4} 113,000 | | 9 | 142,000 8 127, 300 

b siealllced Laem fon aston 7, 

ON hs ccc ateiScdesentmatails .|4, 070 749, 548. 4, 659 |1, 067, 697 \4 903 |1, 191, 151 4, 968. 1, 268, 761 
Pe oye OP ss | ; 
AS P ERCE N T OF T OT AL NUMBER’! AND TOTAL AMOU NT 
wi a “ = 
Under $25....2.---- ...-.| 26.1 2.1 23..2 1.5 | 21.7 3 | 18.8 1.1 
$25 to $50 ....----.-------4----- } 225} 4.3 )-20.8 3.2} 20.1 2.9,|/20.3 2.8 
$50 to $100... -._.-- 19. 4 7.3193 5:8 | 19.6 | .5 | 2101 5.7 
$100 to $500... 4. --| 19.4 | 15.6} 20.7 | 13.6 | 21.7 | 13/8 | 22.4 13.5 
$250 to $1,000... . one] REY 21.8] #18 | 23.4°| 12.6 22.9°'|°12.5 21:7 
$1,000 to $5,000... 33} 364] 38 33.1} 3.6 27.9 |. 4.3 | 34.2 
$5,000 to $10,000___- Sane” See} 7.1} 3 8:8]. .5| 38) 4 11.0 
$10,000 and over_.._._.-----.------.- 1 @ 5.4 | 1 10.6] -.2 il9 | 2 10.0 
WEE cess itccanieatlMiswats pen 0 100.0 |100. 0 100.0 joo. 0 | ~ 100. 0.1100. 0 100. 0 








\ 





1 Since pé articipation by 2 or thore “life in insurance companies in a single mortgage loan occurs rs rarely if at 


all, these data on number of authorizations also reflect the number of borrowing operations in which busi- 
ness and industrial firms obtained mortgage loans from life insurance lenders. 


2 Less than 0.05 percent. 


24897— 


58——28 
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TaBLE C-—2.— Mortgage loans to business and industry! by asset size of obligor, 
number of- authorizations, and amount authorized 


[Money items in thousands] 





























/ 

1953 1954 1955 | 1956 

| wd a en a ee oe oe * a ae 

Assest size of obligor Lt | | | 
Num-| Amount Num-| Amount |Num-| Amount \Num- Amount 
ber | | ber | ber | |. ber 
: Ran ised cers terpenes cake 
| | | 

Under $25. _.__-., 21 | $1; 059 35 $2,672 | 18] $1,163| 29 $3, 623 
$25 to $50. -__ ress | 784 1,752 87 | 2,005 | 64] 1,849 | 67 | 2, 654 
$50 to $100__-__.. Seba 212 6; 243.) 194 7,084 | 162 | 7, 741 194 | 8, 100 
$100 to- $500, ____. nen .|, 476 36, 825 678 | 49,358 |, 630 | | 44,764 701 577673 
$500 to $1,000. . .._.___- 259 | -36,355 | 276| 52,001 | 301 | 45,598 | 417 | 73, 173 
$1,000 to $5,000 195°} 57,104 | 200] 76,843 | 241 |. 85,836 | 2871- 133,150 
$5,000 and-over- 4 | 113 | © 82,673] 157} 114,258 | 139 | 167,248 |" 147°| © 167,741 

a | . | — - 

Total 1,354 | 222,011 {1,627 | 304; 14° {1,555 | 354, 199 |1, 842 446; 114 
| | 
AS PERCENT OF TOTAL NUMBER AND TOTAL AMOUNT 
gg 7 Pr ot TT 7 iad | Ta 2 | a c oe ' 
Under $25. _- » aa 0.5} . 2.2) 0.9) 1.2] 0.3) 1.6) 0.8 
$25 to $50; | 5.8 .8| «5.3 7 ke .5| 3.6] 6 
$50: to $100... } 15.7} 2. 8} 11.9 2:3) 10.4 2.2) 10. 5) 1.8 
$100 to $500 |. 35.2 16.6} - 41.7 16:2) 40.5 12.7} 38.1 12.9 
$500 to $1;000_- |} 19.1) 16.4) | 17.0 17,1] - 19.4 12.9} 22.6) 16. 4 
$1,000" to $5,000 , - | 14:4 25.7| 12:3} 25.3) 15.5 24.2) 15.6) 29.9 
$5,000 and over - 8. 3) 37.2 9.6 37.5 8.9} 47.2} 8.0 37.6 
Total- 100. 0/ 100.0) 100.0 100.0) 100.0 100. 0} 100.0 100.0 





1 Note that the total number and amounts of loans shown in this table do not correspond to the totals in 


table C-1, since available records: allowed only. a partial coverage. for classification by asset size. 


quently, the distribution of loans .by asset size cannot be considered representative. 


Conse- 


TABLE C-—3.— Mortgage loans to business and industry by size of loan, average amount 


authorized, and average interest ‘rate 





Total size of loan 


1953 


[Money items in thousands] 


1954 


Average | 


1955 


1956 


Average | Average | Average Average | Average | Average | Average 
ameunt;. rate | amount rate amount rate amount rate 
nS ? ' 
Under $25 $15 5. 11 $15 5..12 $14 5.11 $15 5. 29 
$25 to $50 35 4.91 | 35 4.90 | 36 4.88 36 5. 10 
$50 to $100, 70 | 4.80 | 69 4.81 68 | 4.75 69 5. 00 
$100 to $250 148 4.73 51. | 4. 69 154 4.67 154 4.92 
$250 to $1,000_*:.._- 441 4. 63 453 4. 56 443 4. 62 444 4. 88 
$1,000 to $5,000__- 2; 021 | 4.52 2, 000 4. 50 | 1, 899 4.56 2, 006 4. 87 
$5,000 to $40,000__. 7; 623 | 4. 52 6,714 4: 32 6, 558 4.47 6, 624 4.72 
$10,000 and over_. 40; 000 4.45 | (28, 250 4. 50 15,778 4.68 15; 913 | 4: 68 
Grand average.._. Is4 4. 62 229 4.56 243 4. 62 255 | 4, 86 





mr, 


23 
00 


73 
41 


-Ooaom ew 


y 
6 


sn 
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TaBLE C—4.— Mortgage loans to business and industry! by: asset size of obligor, 
average amount authdrized, and. average interest rate 


et items in thousands] 


ee a ——$_—_—___—_— — a 
\ 




















| 
1953 1964 J | 1955 1956 
Asset size of obligor Seas: Pant end Viper ad Be renew | 
Average | | averse] Average | Aver age | Average | A verage | Average | Average 
;} amount} -rate | amount | * rate amount rate | amount rate 

ee . s "4 lames ~---—| —— | —_— — —|%--- >| — — 
Under $25... |; $50] 4:53] ° $76 i 4.58) © -$65 |. 4.90]°. $125 5.30 
$25 to $50. _-_- | 22 4.77 | 23 | 4.93. | 29. | 4. 86 | 40 5.02 
$50 to $100_-- 2 4:81 | 37 | 4.81 48 | 4. 76 42 5. 06 
$100 to $500 7 77 | 4.76 73. | 4.74 | 71 | 4.77 ‘* 92 4. 98 
$500 to $1,000. - 40} - 4.69 189 4.56 151} 4.68 175 4.83 
$1,000. to $5,000 | 293 4. 66 | 384 | 4. 59 | 356 | 4. 62 464 |. 4.87 
$5,000 and over. ; | 732 | 4. 57 728 | 4.51 | 1/208 4.66°|» 51,141 . 4.77 
Grand average... 164} 4.65 | 187 | . 4.59 228 | 4:67 242 4. 85 





| 


| 
| 
| 
| 
} 
| 
| 
} 
| 
| 
4 
{ 
| 
| 
| 
4 


1 See footnote to table C-2 above. 


TaBiE C—5.— Mortgage loans to business and industry by type of property, number of 
authorizations, and amount-authorized 


[Money items in thousands] 
1953 1954 055 | 1956 


> OO 


} 


Type of property ewe ete te oe kee eee 
Num-| Amount |Num-| Amount |Num-| Amount |Num-| Amount 








ber | | ber | ber. | ber 
Retail trade establishments..........|1, 938 |, $276, 883.|2, 215 | $386,214 |2, 297°| $554; 436 |2).141 |: $511, 577 
Hotels, garages, theaters._- -----| 313 | 66,265 | 303 | 119, 233 345 86, 621 336 119, 959 
General office buildings: ; -- - -| 403 198, 322 519 282, 607 610 .| 262; 853°) * 671 338, 983 
Manufacturing plant_ 2: -- ....-| 407 |, -85,852.}. 408 | 78,188 437 78, 613 = | 103, 864 
Transportation other than rail.......| 24 | 5, 331 |: ‘31 | 5, 275 25 | 6, 120 28 || 7, 361 
Other a bineenes .| 985 | 116,895 |1,183 |. 196, 180 (1, 189.) * 202, 508"}1, 240 | 187,017 
Total we... 3/4070} 749, $48 [4, 659 |1, 067, 697 $4, 903 I, 191, 151 i 968 mf hs 1, 268, 761 
AS PERCENT OF TOTAL NUMBER AND TOTAL.AMOUNT 

eat ee Cacg ts aah hast aad 

Retail trade establishments- -- ..| 47.6 36.9 | 47.5 | 36. 2°} 46.9.} 46.5 | 43.1 | 40.3 
Hotels, garages, theaters 7.7 8.8] 6.5 11.1 |: 7.0,} 7.3| 68 | 9.5 
General office. buildings...........-- 9.9 26.5 | 11.1 26: 5°) 12.4 22.1 } 13.5 | 26.7 
Manufacturing plant J 10.0 11.5] 8.8 | 7.3 8.9 | 6.6 | ILL | 8.2 
Transportation other than rail__ 6 CFP OE 5 .5 5 |” 6 | -6 
Other _...- ; ; ies ox 24.2 15. 6, 25.4 18. 4°} 24.3 17.0 |) 24-9 | 14.7 
PON Akane me 100.0 100:0 100. 0'|, - - 100.0 (100.0 100. 0. 100. 0 i 160.0 


TaBLE C—6.— Mortgage loans to business and industry by tyne of praperty, average 
amount authorized, and average interest rate 


{Money itenis in thousands] 


1953 1954 1955 


1956 


Type of property 
Average | Average | Average; Average | A yerage’| Average | Average Average 


amount rate amount | rate amount rate amount} rate 
¥ | | 
Retail trade establishments $143 4. 56 $174 4.54 $241 4. 61 $239 | 4. 85 
Hotels, garages, and theaters 212 4: 80 394 4.63 251 4.74 357 4.97 
General office buildings 492 4. 52 545 4. 52 431 4. 53 505. | 4.73 
Manufacturing plant 211 4,75 192 4. 62 180 4.78 188 4.99 
Transportation other than 
rail 222 4. 90 170 4.77 245 | 1. 68 263 | 4.93 
Other. 119 4.73 166 4. 59 170 4. 66 151 | 4. 94 


Grand average __-. 184 4. 62 229 4. 56 243 4. 62 | 255 | 4. 86 
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Tanue C-7.— Mortgage. loans to business and industry by size of loan and asset size of 
obligor authorized: in 1953 


[Amounts authorized in thousands of dollars] 


Asset size of See (in thousands of dollars) 





Size of loan 

















Total || Under | $25 to |. $50 to | $100 to o| $500 to |'$i,000 to $5,000 and 
, $25 $50 $100 $500 $1,000 te $5,000 over 
| - — + =| —— |— —— ii fos 
Under $25,000... | $4,760'| $246 | . $074 | $1,203 | $1,000'| . s271.|° $144 | $136 
$25,000 to $50,000...--.--- | + 12,367 88 761 | 2/416 | 5,105 | 2,383'| 975 639 
$50,000 to $100,000...-.---.-----|  °20,356 |... 60. | 1,719 | 10,286 |. 4,542} 2,777 | 972 
$100,000 to $250,000..--.-.----| 373253 |---|. 257 815 | 11,659 | 12,026 | . 7,689 4, 807 
$250,000 to $1,000,000... 57, 067 725 | 22s 2 |..." 4304 | 13,283'| 25,139] - 13,616 
$1,000;000 to $5,000,000... === IE Aisi nano ditcnce- <n towns = -| 3,475 | 3,850 |. 20,380 | "32,508 
$5,000,000 to $10,000,000. —_: --_- 15, 000° |---- Militends |eacesaine se ateaales Jct pe-n| ° 15,000 
$10,000,000 and over_....:-....- 15, 000 |. . eee dein cil ee -|-----+--|--- sia ae -| 15, 000 
Genie ic: 55% Sala. i 222,011'|. 1,059} 1,752'| . 6,243 | 36; 825 36,355 | - 97, 104} 82,673 
| i 





TaB_e. C-8:— Mortgage loans to’ business and industry by sizeof icine and asset size of 
obligor authorized in 1954 


[Amounts authorized in thousands of dollars) 











| Asset, size of obligor (in thousands of dollars) 

Size-of loan Het Bras sae pai | 

Total , Under 5 to | $50 to ee to | $500 to | $1,000 to | $5,000 and 
$25 $00 $100 $500 | $1,000 $5,000 |. over 

_—. : ~_ = _ —| —— | oe a | ef tt ee 
Under $25,000... 2... 4s... $5,497 |. $340] , $997 | $1, 442 | $2,055 | $287 | $161. | $215 
$25,000 to en... bl Se wtelonsaee 13, 972 112 543 | 2,348 | 7,867-| 1,327 | 856 | 919 
$50,000 to $100,000__ ie conden 24, 187 205 447 | i 533 | 12, 313 5, 398 | 23247 | 2, 044 
$100,000 to $250, 000_. Ribclepins ackere 48, 902 215 18 | 761 | 18, 390+} 14, 300 | 8, 874 | 6, 344 
* $250,000 to $1,000,000. __:-._..-- SNEED Di: cu. aside It beeelehesiocahie 1,000 | 8,733 | 24,279; 25,420 | 14, 605 
$1,000,000 to $5,000,000... -___- 75,116 | 1,800 |_....-. Ris ath 1,500 | 39, 285 | 32,531 
$5,000,000 to’$10,000,000.-..----} 36,600 |_0 | soeaitwal : 5,000 |... | 31,600 
$10,000,000 and over_.....-..--- 26,000 |. .-.-- ied I 26, 000 
Mich2iocdwbodeneweda 304, 311 2, 672 | 2,005 | 7,084 49, 358 | 52, 091 76, 843 | 114, 258 

| | | 


TaB_e C—9.— Mortgage:loans to business and industry by size of loan and asset size of 
obligor authorized in 1955 


[Amounts authorized in thousands of dollars] 


Asset size of obligor (in thousands of dollars) 








Size of loan | T | | 

Total Under'| $25 to .| $50 to | $100 to | | $500 to | $1,000 to ' $5,000 and 
$25 $50 | $100 | $500 | $1,000 | $5,000 | over 
| | 

Under $25;000___. ' naan $4, 039 | he | ‘$477 | $944 | $1,960 | $336 $130 $65 
$25,000 to $50,000_.. as 13, 899 79} 650 2,303 | 6,881 |, 1,886 734 1, 266 
$50,000 to $100;000_.--..__-..- 23, 492 7 |} © 4384] 1,729 | 12,141 | 4,915 2, 840 1, 376 
$100,000 to $250,000... ____- 54, 613 |_- |’ 288°]. 1,790 | 18, 282] 16,711 12, 592 4, 950 
$250,000 to $1,000,000___..-..-- 74, 756. | 800 |___. 975 | 5,500 | 20,400 36, 720. | 10, 361 
$1,000,000 to $5,000,000... ___.__ 64, 575 | pael | 1,350 | . 32,8201: 30, 405 
$5,000,000 to $10,000,000. .......} 36, 825 | | | 2 36, 825 
$10,000,000 and over_-..-_-.---- 82, 000 | a keel |. 82,000 
ON paoenceiincenacescol | Oe wae % 1, 163 | 1 849 1% 1 741 | 44, 764.| 45, 598 85,836 |. ‘167, 248 

| | | 
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TABLE C—10.— Mortgage loans to business and industry by size*of loan.and asset size 
of obligor authorized in 1986 


[Amounts authorized in thousands of dollars} 





Asset size’ of obligor (in thousands of dollars) 


———— a —_ ee ~~. —. = — 


Total | Under | $25 to | $50 to, |'$100 to | $500 to | $1,000 to | $5,000'and 
| $25 $50 $100 '|' $500 -| $1,000 | $5,000 over 








| 
Size of loan 
- 


Under. $25,000.------.-....../-), $4,198 |» $127 | | $460 | * $997-}, $1, 967°] . $386 $105 $36 
$25,000 to-$50,000-. 2... 16, 222 431 828 2, 352 8, 046 2,'725 1, 184 ‘ 656° 
$50,000 to $100;000.....____. 2x 648; 340 |. 736 | 3,010 \'12,590| 6,793 |. 4, 290 889 
$100,000 to $250,000............-; 65,154 | 300-| - 630 |. 1,460 | 21,810'| 22,991 | 11,476 ~ 6,287 
$250,000 to $1,000,000... | 98,861.) 725+], 281 |' 10,160 | 26,678 | , 41,371, 19, 646" 
$1,000,000, to $5,000,000... | 133,854] 1,700.]....... “*s}'" 3, 100, | 13, 600 | 52,774] 62, 680 
$5,000,000-to $10,000,000. .......| 57,447 | _-- EP Eau s tebe tledae s+ Gab tubiire 11, 750: 45, 697 
$10,000,000 and over......--..--| “41,800 |----2- 2) 22 jE]. 10;d00 |. 31, 800 
|. 2 O09 |-- |. 10 





Total..:...'-. ..-.-| . 446,114,|, 3,623'| 2,654 |- 8, 100 | 57, 673: 73, 173 | 133, 150 167, 741 
| 


‘ 


TECHNICAL APPENDIX 


The survey of, life insurance.loans to ‘business.and industry,” covering: the 
years.1953 throngh 1956, was designed-to obtain information on .the pattern: of 
life insurance loans to business and industrial concerns. The life! insurance 
companies were requested to provide statistics on their authorizations ‘to invest 
in business and industrial bonds; public utility bonds,-and business: and: indus- 
trial mortgages. ' The statistics covered: number of authorizations, ampunt 
authorized, and average interest rates. The data’ were classified as to total 
size of loan, type of borrower, and asset-size of obligor. The figures’ were also 
cross-classified by size of loan and asset-size of obligor. 

This appendix will provide detailed descriptions of the methods and definitions 
used in the survey, the technical problems posed by the questionnaire, the diffi- 
culties encountered by the responding life insurance companies, and ‘the limita- 
tions of the aggregate statistics in this report. 


COVERAGE 


The survey covered 67 life insurance companies with combined assets. of al- 
most $74 billion, accounting for approximately 77 percent of the total assets of 
all United States life insurance companies at the end of 1956. 


DEFINITION OF BUSINESS AND INDUSTRIAL LOANS 


For the purpose of this survey, business‘and industry was' defined in accord- 
ance with the industrial classification system used by the United States Govern- 
ment. Thus, the survey covered authorizations. to. manufacturing concerns; 
service concerns, wholesale and retail ‘trade firms, finance .companies,. public 
utilities, and miscellaneous business and industrial conipanies.” 

As indicated in the text of the report, life insurance investments are highly. 
diversified and life insurance companies. accommodate the fitancial needs of 
many varied economic groups. In: determining which loan should. be considered 
business and industrial loans, it was fairly easy. to. eliminate certain. types. of 
investments made by life insurance companies. For example; loans:'to govern- 
mental bodies such as ‘the Federal Government or.‘States and .-municipalities 
were clearly not business loans and were therefore omitted from the question- 
naire. However, in some instances it was a little more difficult to draw the line 
between business and nonbusiness. investments. In approaching the: problem of 
the borderline cases, it was decided to follow the traditional definitions set forth 
in the classification manual cited above, rather than adopting :a broader concept 
of business and industry. The results of this decision and the specific problems 
involved in each of the borderline cases will be discussed in.gréater detail in the 
secticns which follow. 





1 A more complete.itemization of the specific types of firms included in these categories 
is presented in the sections of the appendix entitled ‘‘Classification: by Type of Borrow- 
ing” and ‘Classification by Type. of Property.’ 
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RESIDENTIAL MORTGAGE ‘LOANS 


_A primary question ‘of classification which arose in cohnection. with the surve) 


of business‘and industrial ldans centéréd onthe authorizations. for residential 


mortgage loans. In.segrfegating loans to,consuniers from loans to business and * 


industrial enterprises, it was obvious that: home mortgages with private families 
did, not constitute business loans. On'‘the other hand, mortgage loans to -build- 
_ers of large-scale developments or,loans.to réal estate firms might be considered 
business’ loans under.'a broad: interpretation of the teftm. 

Following, the narrow. definition .of business. and industry. adopted in 
this survey, all residential mortgage. loans were. excluded from the mortgage 
portion of:the report. According to -traditional, theory,, housing is part of ‘the 
consuiner sector of the economy.. In: line with-this approach, the nature of the 
property used: as collateral for the mortgage ‘was the determining factor rather 
than the type of: person or firm:taking ‘out ‘the mortgage. Regardless of the 
position of the mortgagor, whether a private individual,'a ‘builder, or a real 
estate firm, if the mortgage was backed by housing, it was omitted from the 
report.” 

RAILROAD SECURITIES 


It is clear that railroads represent just as important a segment of the busi 
ness community: as the public utilities, which wereincluded in ‘the survey. ‘The 
decision to omit the railroads stemmed from a-desire ‘to minimize the workload 
placed on' the reporting life-insufance companies. The two major, breakdowns 
requested-in this survey were the asset-size of obligor and the total size of: loan. 
Since it is’ generally acknowledged that’ railroad corporations are typically of 
large asset-size ‘and their borrowing operations involve large dollar amounts, 
it. was not felt necessary to burden the companies with a request for statistics 
on loans to railroads. 


LEASE-BACKS AND OTHER REAL FSTATE 


In developing the report..form, the question of purchase-lease-backs came 
up. Although these investments are not strictly loans, they do represent funds 
which the. life insurance companies make available to business and industrial 
firms. ',However, these investments are not easily segregated from direct invest 
ments in. real estate by the life-insurance companies, and as a result, all real 
estate investments were excluded from the survey. 


CONTINENTAL UNITED STATES 


It should be noted that the questionnaire was limited to the continental 
United States. Canadian and other foreign business firms were excluded from 
the statistics, as were firms domiciled in Alaska and Hawaii. 


DISTINCTION BETWEEN TOTAL SIZE OF LOAN AND AMOUNTS AUTHORIZED 


The categories on size of loan refer to the total amount of borrowing under 
taken by the obligor at the time of the transaction, while the amounts author 
ized refer to the amounts for which the reporting life-insurance companies have 
committed themselves. For example, a bond issue of $8 million would be 
recorded on the line $5 million to $10 million even though the reporting life in- 
surance companies may have taken.only $2 million of these securities. If a 
particular life company took $500,000 of this issue, that company listed $500,000 
in the column for amounts authorized on the line which corresponded with the 
total size of issue of $5 million to $10 million. 


AMOUNTS AUTHORIZED 


The data recorded for amounts authorized refer to the sums approved by 
the finance committee of the life-insurance company. 

In an attempt to derive the most accurate information on the funds actually 
authorized to the business community during the period surveyed, the amounts 
authorized were adjusted for subsequent cancellations. If a loan for $500,000 
was authorized in 1954 but $50,000 was canceled in 1956, this transaction, was 


1 Thus, a mortgage loan to a real estate firm on an apartment house would be excluded 
from the statistics while a mortgage loan to the same firm backed’ by business and 
industrial property would be included in the report. 


SN. 
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considered’ a net authorization ia $450,000 in 1954 and. was recorded as such 
on the appropriate line for that yea 

Since the survey was designed to show the new funds provided to the capital 
market by life insurance companies, ‘authorizations. to acquire @reviously out- 
standing bonds. were excluded from the. data. 

No distinction, was: made as:to the method by. which-a new loan was: arranged : 
authorization. for direct placements and public -issues were combined in “the 
bond statistics. { 

It should. be. noted that the amounts authorized represent par values;rather 
than cost. figures... Statistics. based -oh cost would’ have reflected. somewhat. 
more accurately the actual ‘amounts which, the. life insurance companies -made ' 
available to the business community.. However,. cost figures .would- have, placed 
a serious burden on the reporting companies, -and it was felt that the ‘disparity 
between cost and par was not sufficiently wide to “warrant the -additional 
time and expense.” 


AUTHORIZATIONS VERSUS ‘DISBURSEMENTS ; 

Data were requested on 'the basis of authorizations during each year in order ' 
to reflect more closely the current state of the capital market in the period “in 
which investment decisions became: final... -In the case of direct placements in- 
volving a forward commitment, the terms,of the loan such: as interest, rate, call 
provisions, ete., are set-at the time the commitmierit is. made. The takedown of 
the cominitment; or actual: disbursal of. funds, may not occur for several months 
or even several years. Consequently; the’ acquisition: data may’ reflect condi- 


tions which existed. in thé capital. market at an earlier period. Beeause of. the *. 


timelag between the date of authorization and the -time:of disbursement, the 
authorization data are ‘more representative of. present ‘conditions in thé capital 
market than are the disbursement figures: Therefore, ‘the companies Were 
requested to supply information concerning their: authorizations rather’ than 
their disbursements. 


MORTGAGE DATA PARTIALLY ON A ‘DISBURSEMENT>® BASIS 


In. a number of cases, the mortgage data were not available on an authori- 
zation basis. Since mortgages are less frequently acquired through the commit- 
ment: process than are bonds, it was felt that the mortgage statistics. would not 
be distorted too seriously if the authorization figures included ‘some. disbtrse- 
ments. The reporting tompanies were told that, if they could not provide in- 
formation on mortgage authorizations but could furnish statistics on mortgage 
disbursements, they would. be permitted to use the latter method, provided they 
indicated that this alternative basis had been employed. Of the» 67. life 
insurance companies participating in this survey, 9 companies reported:.mort- 
gage disbursements instead of mortgage authorizations.’ These 9 companies 
accounted of 39 percent of the total assets of all the reporting companies. 


NUMBER OF AUTHORIZATIONS 


The data on number of authorizations as collected in the original survey did 
not reflect the number of borrowing operations from the standpoint of business 
concerns. As explained in the section of the appendix headed “‘Distinction be- 
tween Total Size of Loan and Amounts Authorized,” each company participating 
in an investment listed the authorization in its report. Due to the prevalence 
of issues in which several life companies. participated, there was a great deal of 
duplication in the number of loans recorded. In an attempt to discover the 
actual number of borrowing operations in which life insurance companies had 
provided funds during the period covered, a supplementary survey was 
conducted. 





122Qne company calculated that the present questionnaire entailed an expense of $1,287 
for the mortgage portion alone. This company wrote, ‘Much of the information requested 
was not on our punchcard. ‘Therefore, many hours of labor have been expended. in com- 
plying with the requests made. ‘This is particularly true of the section dealing with 
mortgage loans to business and industry. We kept track of the time involved and 429 
hours were expended on this. section alone. Using cost factors of $3. per hour results 
in a cost of $1,287 for this section.” 
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NUMBER OF BORROWING OPERATIONS 


. The:data on the number. of borrowirg operations, involving business and 
industrial bonds and public utility issues was obtained: in the following manner: 
A list: of publie offerings of. public utility bonds.and business and industrial 
‘bonds during the years 1953-56 was prepared. .The reporting companies were 
asked:-to go'through this list and check off each and. every offering in which they 
‘had purchased some’ securities. In addition 10 of the companies most active 
in the field’ of direet placemehts provided, data on their direct placements dur- 
ing the years 1953-56, indicating the number of life-insurance companies whieh 
had participated with them in. these direct placements. From these lists it was 
possible to obtain information on the total number of authorizations by life- 
insurance companies in each loan category (comparable with the original unad- 
justed data on the number of loans), together with the number of. borrowing 
operations in the same: loan category (represented by. the number Of security 
flotations in which life-insurance companies had participated). 

From this supplementary data a ratio of authorizations to borrowing opera- 
tions Was computed for each loan category, and applied to the corresponding 
loan category of the original survey. | In this manner, the original report on the 
gross number of loan authorizations has ‘been adjusted for duplicate reporting 
on the same borrowing operations in order to arrive at the number of borrowing 
operations in which life-insurance companies provided funds to business and 
industrial. firms and to. publie utilities. Adjusted data are given in tables 
A-1-—A and B-1-—A of the survey report. 

It was not necessary to revise the data on number of authorizations for 
mortgage loans to business and industry. In the case of business and industrial 
mortgage loans ‘the problem of duplicate reporting does not. arise, since par- 
ticipation by more than one investor in a mortgage loan occurs rarely if at all. 


AVERAGE INTEREST RATE 


The average interest rate was computed as the arithmetic average of interest 
rates charged on the loans. recorded. in each, cell of the report, weighted by 
the amount authorized at each rate.. For example, if a cell contained only 2 
loans, of which 1 was for $2 million at 4 percent and 1 was for $3 million at 
4% percent, the proper entry for these transactions. was an average interest rate 
of. 4.30 percent. ‘The average interest rates were. recorded to the nearest basis 
point. 

Average interest rates were based on gross contract rates rather than net 
yields. after expenses, and therefore approximate the interest costs to the 
borrower rather than the net yield to.the investor. 


ASSET SIZE. OF OBLIGOR 


The classifications in this section should refer to the total assets of the 
obligor as of the last available financial statement before financing. However, 
the comnanies encountered many difficulties in. completing this portion of the 
report and it was necessary to make a number of exceptions in the way in 
which the data on asset size of obligor were compiled. 

One excention centered on newly formed companies with only nominal assets. 
loans to. newly formed companies are sometimes based on leases or long-term 
contracts with the borrower’s customers which guarantee future earning power. 
The size of the loan frequently exceeded the total assets of the obligor before 
borrowing; therefore the companies were instructed to base the asset size 
classification for new firms on a pro forma financial statement after financing. 
Nonetheless, it is likely that a few companies based their reports on the asset 
size of the obligor prior to financing, but it was not possible to determine the 
extent to which this was done. 

It. should be noted that in a number of cases the pro forma statement also 
included simultaneous equity financing. 


LOANS SECURED BY LONG-TERM LEASES 


The reporting companies encountered another problem when a long-term 
lease represented the major security for a loan. In most of these cases the 
assets of the borrowing firm were comparatively small while the assets of the 
princinal tensnt were substantial. This was particularly true of loans involv- 
ing office buildings or gasoline stations. In such cases the borrower was fre- 
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quently an individual who owned no assets other than the property indicated, 
but the major tenant was generally a nationally known’ concefn.with millions 
of dollars of assets (i: e., Standard Oi] Company of America). ‘As might be 
expected, in these instances the records of .the life-insurance company often 
cited the asset size of the tenant rather than that of the borrower. -Since 
the companies reported the best information available to them, the statistics on 
asset size of obligor included data pertaining to tenants as-well as borrowers: 

In view of the mixed nature of the data of asset size of borrower, the figures 
should be interpreted with a great deal of caution. It is evident that the sub- 
situation of the assets of the larger sized tenant for ‘the smaller-sized, borrower 
creates an. upward bias in the figures and causes considerable understatement 
of the number and amount of loans made to small business by life-insurance 
companies during the period covered in the survey. 


ASSET SIZE OF OBLIGOR FOR MORTGAGE LOANS 


Since mortgage loans are secured by real property, the asset: size of the 
obligor for the mortgage loan is. of less concern to the life-insurance company 
making the loan, and in many cases company records did not include. this infor- 
mation at all. The companies participating’ in the survey were therefore told 
that the mortgage tables on asset size of obligor might be omitted from the re- 
ports sent to the LIAA if the pertinent statistics were unavailable. The prob- 
lem was apparently widespréad and only 32 life-insurance companies, represent-' 
ing 38 percent of the total assets ‘of all of the reporting companies, were able 
to supply some information on the asset size of obligor for mortgage loans. It 
should be noted that even these 32 companieS were not always able to provide 
this information for all of their mortgage loans. Since only partial informa- 
tion was available regarding asset size of obliger for mortgage loans, the. dis- 
tribution of mortgage loans by asset size presented in table C-2 cannot be 
considered representative. 


CLASSIFICATION. BY TYPE BORROWING 


Difficulties were frequently encountered by the reporting companies in at- 
tempting to classify the type of borrower, particularly if one firm engaged in 
several lines of business. In those instances the reporting companies were told 
to classify the borrower according to the principal lines. of business. In order 
to help the companies group the borrowing concerns into the relevant cate- 
gories, the following definitions were prepared on the basis of the classifications 
used by the United States Government as published in the Industrial Classifica- 
tion Manual. 

“Service” establishments were designed as those primarily engaged in rendering 
services to individuals and business concerns. Uxamples -are lodging ‘places, 
establishments providing personal: business, repair and amusement services, 
establishments providing medical, engineering, and other personal services, and 
other miscellaneous service establishments. 

“Finance companies” include sales finance companies, personal loan companies, 
and commercial finance companies. Since the rollover of short-term. loans to 
finance companies would produce .an enormous amount of duplication, authoriza- 
tions for temporary investment in the short-term discount notes of finance com- 
panies were excluded. However, the long-term issues of these companiés. Were 
included in the report. 

“Transportation other than rail’ consists of all concerns other than railroads 
engaged in transporting objects as well as persons. Firms included'in this group 
were airplane, train, boat companies, freight car companies, and oil pipeline 
concerns. 

The ‘all other” category includes miscellaneous business and industrial con- 
cerns such as mining concerns and establishments engaged in contract .construc- 
tion. Real estate firms which own property used for business and industrial 
purposes were also included here. However, the exclusion of residential: mort- 
gage loans from the survey resulted in the exclusion from this category of loans 
to real estate firms for apartment houses. 
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CLASSIFICATION BY TYPE. OF ‘PROPERTY 

‘The classification by type of property in’the mortgage, portion of .the report 
also -presented numerous difficulties to the reporting companies. The same. cri- 
teria were used in'this section as in the section on type of borrower in that the 
‘ companies were told to classify the borrower according: to: the principal type of 
property owned. 

The classification “other typé of property” included loans on hospitals, sehools, 
and churches since it was not possible to separate such loans on miscellaneous 
business property.’ Although the report did not ‘cover farm mortgage’ loans, a 
few businéss loans were secured by farm property and were therefore included 
in this'category. 

Jhen a lease represented the major security for'a loan the type of. property 
was also classified according to the, principal property owned by the tenant if 
the section on asset-size of borrower referred to the assets of the principal 
tenant rather than that of the borrower. 


Senator CiarK. The record will be kept open until the end of today 
in case further statements are presented to the committee for inclusion. 
However, tlie oral testimony is now closed. In the 1 or 2 cases which 
have beeri noted in tlie record as'we went along, we will receive addi- 
tional statements down to the time’ when, the committee meets next 
Thursday in executive session to determine what if any type of legis- 
lation it desires to report to the full committee. 

The subcommittee will stand in recess. 

(Whereupon, at 12:22 p. m., the subcommittee was recessed.) 
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COMMUNITIES WITH INDUSTRIAL DEVELOPMENT ORGANIZATIONS 


The following listing of communities (by States) with locally financed deyelop- 
ment organizations has been compiled as part of a nationwide survey of these 
organizations by the Resources Analysis Division, Office of Area. Development, 
United States Department of Commerce, and verified withthe approyiriate State 
agencies. 

Altogether 1,801 communities in the United States now have special, -locally 
financed organizations, which have been established for the primary “purpose 
of promoting industrial development. 

In many additional communities, other goups, notably local'chambers of ¢om- 
merce, perform similar functions, e. g., acquire and build facilities for lease 
or sale to industry and provide financial and other asSistance:'to’ new and 
established firtiis. Their objective is thé same; to create new jobs. In some 
States, industrial. development activities are ‘largely carried on -by local com- 
missions or boards established by law and financed by, municipal or county 
funds. 

Besides these special, locally financed, community groups, various ether. seg 
ments of industry such as utilities, common ¢arriers, banks, and, investment firms 
as well as State agencies and development authorities also have active programs 
to expand and diversify the industrial base of communities. 


Number of communities with industrial development corporations 


[Prepared by Resources Analysis Division, Office of Area’ Development, Department of Commerce 
April 1, 1958] 


(According to States) Number of 
communities, 
Alabama. - - 7 : sai SS a a ian oe ee a Ee 3 
Arizona _._ - si atcceacal zi a oN wit Ba Baka et di het ea, ih at 11 
Arkansas. —_ shies ieee siaicl ce | Sena S eieaisie lcs he eae 118 
California. ———-—-- oe acu tg Si novel a Uh aceasta oad ona ee 13 
Colorado x eh ts ; ‘ SN Te 9 
Connecticut_ aia : it cane diva elt es a ee sna ged onto aathaaiil ace eee! 15 
Delaware_. saith hee i a et leche Ne ci tence as Set te 
Florida___-_- Dr re ee rae ck ein ene ahaa tetas leer diate Ae eaters 26 
Georgia. ___ _-_-.- Ss sisi ecaialomen seein aoe 5 Cees S cathe eee ares aaa 123 
Idaho___-_ ae Sea pee igh right neu a 7 
Illinois mudsteat tn os aa alias ha etn di Nie eae 24 
Indigna.—_...-.-- Se hoe iid bad ot eee ake 25 
Iowa Sekoaat tana na Saaledté at sacshch © wal eee) eonahetig ae tre 99 
Kansas PG) ie eee 3 y Ae ainntin Satie: toh sects ital Cn ea 47 
mnON ye 8 io ce kT BOs ee). on cas eek be aie! sigs 41 
Louisiana__-_-__- bed et eS tle oat gia as ees en ee ee ee ae 15 
a 3 —_ 4 ass il hh a a ale oa 23 
Maryland rls ‘ az Sd a alae ae nes Mere ee 12 
Massachusetts . - . .----- pkidleeeOS Uhl ath ee st lap deste lessee ac _ 22 
Michigan__.-_-_ beiceh aber SOL tee Ate ae et ete oe ee COO ere ae 78 
Minnesota_......:-.-- baa seme gil a al eet co Sia a Pe 109 
NEGHINEIIIN ee Sate apa 1s cag eal RENN a, sa de se ste tals a nearer 9 
Missouri... . .-- iy saeata Sit Do ieecentin Ss ce ee i ea ae i a ee 149 
Montana... _-- b Sain eral Cea Be i a i a ah hd ee a eee ne 3 
Nebraska____— 2 a ; ee Se eee hd 33 
CT tty iS Bae be Re tee i tl ee al 1 
Pe OMG, Sich aii ctid detains: as ete oeihy «niente eiiineinea pee unee 29 
PON eee Sear bine we wesees SN ie di i a Mla eae es alls eR () 
1.See explanation under State. 
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Number of communities with industrial development.corporations—Continued 


‘(According to States) Number of 
communities 
I Se ht os sae une ee ab 1 
on i ee eimsaint ah bie 53 
I? Se es bs Oh a ti iS le a et a aan'al hake 70 
I ee No cree civliemerdnelnin a 11 
NTE ne nee nae eee ee ec ci maui 49 
NNN nnn enn nee ee enn ae aah 44 
Neen eT a ees aeminmebinale 10 
RN i a aa ES ye teas ey ae cae mns wokeae>o 52 
Sa aah a III Fe PNR aC Se Se ee 3 
ee ee eee ae Dea aes (1) 
eer: 70 etre 8 Sy a ad i gee ie 2 eit es cl 13 
Sic) Beek. ans ee ek ee a ee Sub ake daaeultbwa 92 
EN omreae vee. fe oie 160! De De es Cd Lied Sale arlene 71 
ee Tato re Wee ae eo I lca Sate 4 
NR OS ci a led e wince 11 
UN Ce edeeetdt eS kot Na aid et te ee ee ally 55 
SN A nce an pha tell ble esis amie 7 
MI tS A ek a ile a ai eld el Oe ad on eileen Minis 39 
INI AS 5 5-7 a di a et 168 
ica a a a al od ts el slanalie gion 3 
I i a Race oa 6 hk a a is Se 1, 801 
1 See explanation’ under State. 
ALABAMA 


Community industrial development organizations 


Total number—3 


Community Name of organization 
Ne i a ee a InduStrial Development Association of 
Clayton. 
ME si tarec in riicthere cas ee nis antes debated Montgomery Industries, Inc. 
Tuscaloosa___.-_._.___.____.______._...... New Industries Committee of Tusca- 
loosa. 


Note.—In Alabama, municipalities are empowered to issue revenue bonds 
(under the Wallace and Cater Acts) for industrial development. To date the 
following communities have raised an aggregate of $13,444,000 by revenue bond 
issues } 

Albertville, Alexander City, Andalusia, Blountsville, Brent, Boaz, Brewton, 
Brundidge, Centre, Centerville, Cullman, Decatur, Dothan, Fayette, Florence, 
Guin, Guntersville, Hamilton, Lafayette, Leeds, Linden, Luverne, Reform, 
Selma, and Thorsby. 

ARIZONA 


Community industrial development organizations 


Total number—11 


Community Name of organization 
I Casa Grande Chamber of Commerce. 
i i a Chandler Development Foundation. 
i a Douglas Industrial Development Corp. 
NI sshyiciidctnscthesnckat- clientele us ctsh cam sail Eloy Development Corp . 
IR cities desk enibsadsenesetinneainesaacbulsaici Coolidge Industrial Development Corp. 
iia sents hastiiesininhessatemelibigltiniliciiedii Florence Development, Inc. 
al alae lle iicea animale dislaal aaah artes, Prescott Foundation for Industrial 

Development 

Sa ehcha tices: licgiensaiiiacenstin cas etsnisimyibtesigetiscbtiotaciatins Tempe Chamber of Commerce. 
I iii cai decal ale cts cbeccestasigelh eds anes Tucson Chamber of Commerce. 
SITTIN nics cniesnicstpioetnteitiieinibinetininhioi-sanatibadhcoendibiaasiiaias i Winslow Chamber of Commerce. 
clean: ciatibilsbashamercominissnse lslitibn theha Colorado River Foundation for Indus- 


trial Development, 
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ARKANSAS 
Community industrial development organizations 


Total number+118 
Community ' Name of organization 1 
First-Arkadelphia Industrial Develop- 


ment Corp. 


Arkadelphia-__-------------~----------- Second: Arkadelphia Industrial Devel- 
opment Corp. 
I ai 5. iil saeco eee om beet Ashdown Industrial Development 
' Corp. 
i nr tee mela Atkins Industrial Development Corp, 
PION ets ct cae mmainsbentamaplatioe Augusta Industrial Development.Corp. 
Mountein Home. ....... 5. ns setsoeee Baxter County Industrial . Develop- 
ment Corp. ’ 
aE OR ing ate ectincttsicsiitiotnnbas Bald Knob Industrial Development 
Corp. ; i 
DRT ..ncececcedccuncesesebasapnbasidone, Bay Industrial Development Corp. 
ee nO en Soe inate Beebee Industrial Development Corp. 
DROGOVIIIG a 5 ak tet epentgene- Ska aeae Bentonville Industrial . Development 
Corp. ‘ : 
RUIN aia Ss sche sang esettcinlp Mee magett Berryville . Industrial Development 
Corp. 
TG ck eee celine apie Blytheville . Industrial Development 
Corp. 
aN ac ccmssiininisdantitne nie omlaaies Boone County Industrial Development 
Corp. 
WOGMSIIe oe knee es Booneville. Industrial Development 
Corp. 
er eek ce need trinkley Industrial Development 
Corp. 
Gulite TO bo i ae Calico Rock Industrial Development 
Corp. ' 
CNB ORS Sons reese ae ages Camden Industrial Development Corp. 
SPR a ees Clark County Industrial’ Development 
Corp. 
COMPONGON ac Soot nnd ie Clarendon Industrial’ Development 
Corp. 
Cs sb eke edn eae Clinton. Industrial Development ,Corp. 
Magnolia... 21 nc cbs nts Columbia. County Industrial Develop- 
ment Corp. 
OPT sis aii once nub te Shine, Conway County. Industrial Develop- 
ment Corp. 
OpriRh isn oe see Le Corning Industrial Development Corp. 
COO a ooo cceinig nin ercinssenmnatobe initia Cotter Industrial Development Corp, 
Cpe 65 hi Se ee Crossett Industrial Development Corp. 
WOTO FCO in icecinwncncccagaulnetesalwenels Dallas’ County Industrial -Develop- 
ment Corp. 
DRIVE siieecccncene nn thiieess Danville Industrial Development Corp. 
McGehee--.----.-~.-.----------------- — County Industrial Development 
orp. 
Des ArG. ....s 222-252-555 Des Are Industrial Development Corp. 
DeWitt_----.--.---------------------- . DeWitt Industrial Developnient Corp, 
Dumae......------.-4--+-------{-+---2==- Dumas Industrial Foundation. 
Farle__------------~------------------ Earle Arkansas Industrial Develop- 
ment Corp. , 
Marked Tree--.----------------------- East Poinsett-County Industrial Corp 
ids menqunnmectinmasniiinad mia nhih ) , 


Elaine Industrial Development Corp. 
Te Wiewtidier Jeti ouie lo rd El Dorado Industrial Developiient 
Corp. 

Eudora Industrial Development. Corp. 

Eureka Springs Agriculture *& Indus- 
trial Dévelopment Corp. 

Faulkner County Industrial Develop- 
j ment Corp. 

Fayetteville Industrial Development 
Corp. 
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ARKANSAS—continued 


Community industrial development organizations—Continued 


Community 
i ea, 2 hs he esate 


I i a cated teal ealciehand 
ian chines iadinenipinn atte 
SN Bien ach tcenmenioon enim alate 
ti as iiss etnies nslncntp npn pint tlm 
i dei cten cinerea nip rniateinefininns alalietiiaaatiese 
coe i Coes cade gemeila magiade Dodnn 
I I nr aig ss teiinines denen ometinteens 
RE QELS EE a et OE 


NS LEEPER NAG MLO BOY : 


PT I i cst patie 


i ge 
Nk ee a allel ee sn 
Batesville 


Newport 


i il Eh es 


I es 


a i i ek 
nd eee 


SI deen nahh cldnccectd esd cen ~victodaine aa 
I alata so cdsenaet pe alodhnh pecan we 
BN Fe cach ces be esha tai ch tei anbieattls mice 
WY OE Ne ic cine tench 


TTI ee tention isis eee i catitatiticael Esha 


Name of organization 
Foreman © Industrial Development 
Corp. 
Forrest. City Industrial Development 
Corp. 
Fort Smith Industrial Development 
Corp. 
Garland County Industrial- Develop- 


ment: Corp. 
Glenwood Industrial Development 
Corp. 


Grant County Industrial Development 
Corp. 

Green County Industrial Development 
Corp. 

Green Forest Industrial Development 
Corp. 


Hamburg Industrial Development 
Corp. 
Harrisburg Industrial Development 
Corp. 
Heber Springs Industrial Develop- 


ment Corp. 
Helena Industrial Development Corp. 
Hempstead County Industrial Devel- 
opment Corp. 
Hot. Springs County 
velopment Corp. 
Hughes Industrial Development Corp. 
Huntsville Industrial Development 
Corp. 

Independence County Industrial De- 
velopment Corp. 

Jackson County Industrial Develop- 
ment Corp. 

Jacksonville Industrial Development 
Corp. 

Johnson County 
opment Corp. 

Joiner Industrial Development Corp. 


Industrial De 


Industrial Devel- 


Jonesboro Industrial Development 
Corp. 

Judsonia Industrial Development 
Corp. 


Junction City Industrial Development 
Corp. 

Lake Village Industrial Development 
Corp. 

Lawrence County Industrial Develop- 
ment Corp. 

Leachville Industrial 
Corp. 

Lepanto Industrial Development Corp. 

Logan County Industrial Development 
Corp. 


Development 


NEE ince aint enpudbeaonn engine McCrory Industrial Development 
Corp. 

McGehee____--_--------.----....--....-MeGehee-Dermott Industrial Develop- 
ment Corp. 

I ac ancy che eapameernmiensnallidesde ls Wit nienls Magnolia Industrial Development 
Corp. 

Malveri_:......-..- <b nanvis canapenitedoiiiils meres Malvern Industrial Development Corp 


Mammoth Springs --~--- ial eee tie 


Mammoth Springs Industrial Devel- 
opment Corp. 
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ARKANSAS—continued 


Community industrial development organizations—Continued ' 


} Community Name of organization = 23 
it I il iii iis adrian nguerys cite Manila Industrial Development Corp, 
NN i aa sacral ans cin anata aes Mansfield .Industrial . Development ‘ 
it - Corp. 
TUR ci eee Ba ei eae -_».. Marion County “Industrial Develop- 
it ment Corp. ’ 
ON i iain tals Fins aackeiens hime Marion Industrial Development Corp. 
)- IN on incase tise einer am Marvell Community Industrial Devel- 
opment Corp. 
it na a chika saan Maal Melbourne. Industrial «Development 
Corp. ‘ 
it Little Rock. __________-__--_---__-------. Metropolitan . Industrial Development 
Corp. of Littlé- Rock 
it IOP R TPT i 5 ire smicre ne nciiensineenim Mineral Springs Industrial - Dévelop- 
ment Corp. 
it Mount Ida______-___-_______..__---_-___- Montgomery County Industrial Devel- 
opment Corp. 
it Monticello_____--- oo. Monticello Industrial Development 
Corp. 
it Mulberry______------------------------ Muilberry Industrial Development 
| Corp. 
)- i MUNIN i i eee ll Murfreesboro Industrial Development 
Corp. 
», Miieiibe iil Sides ret fs Nashville. Industrial . Development 
1- Foundation 
j Werte oe _.... North Logan County Industrial Devel- 
p- | opment Corp. 
North Little Rock______--------------. North Little Rock Industrial Devel- 
p. | opment Corp. 
it i Osceola________--------.----_--------~ Oscevla inuustrial Development. Corp. 
ON iisnas, Sticke janine onsicdicceeapeede ~-.... Ozark Industrial Development Corp. 
e- Patkin......-.......-.--.+----.--- _.. Parkin Industrial Development Corp. 
ett ik le ee es Piggott Industrial Development Corp. 
p- | Pocahontas. 22. ----.--..--~.-.------- Pocahontas Industrial Development 
Corp. 
it Mone t8t Sete i a ee Polk County Industrial Development 
| Corp. 
]- | | ee ss Shale I cn Prescott Industrial Development Corp. 
OR is Sn. oh dnd Rector Industrial Development Corp. 
: I ice hate saaralatctnet ec so cee A ai Rogers Industrial Development Corp. 
it Russellville... ------ eB sack h Nea ce Russellville Industrial , Development 
Corp. 
at Sele a sed Cee ee ww Salem Industrials Development Corp. 
Tai tn chained ici Saline County Industrial Development 
at Corp. 
Wet. c- cca meaetiticduvedbeedaeiet Seott County Industry Development 
nt Corp. 
Searcy......- ks sid enaglrts ispea S Searcy Industrial Development Corp. 
p- OIG «663. .48 ests _.........--. Sharp County Industrial Development 
Corp. 
nt SUORM  SBVINEB 4. Late int canegiban Siloam | Springs. Industrial , Develop- 
, ment Corp. 
p. SRT CD a sical mip lence aie nn Smackover Industrial Development 
nt Corp. : 
Sparkman ____--_.__----.-.--.......-.. Sparkman _ Industrial; Development 
nt | . Corp. 
Springdale__.._...__....-............. Springdale Industrial Development 
)- : Corp. 
I rac iiestiinh cy eho reetitenctiatn Sait eels as elles Sa a Strovo Industrial Development Corp. 
nt Stuttgart eens nese. . Stuttgart Industrial. . Development 
Corp. 
Pp ‘| Traskwood - sh eal cabpees . Traskwood Industrial .Developnier’ 
>] - Corp. 
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ARKANSAS—Ccontinued 


Community industrial development organizations—Continued 


Community ; Name of organization 
I Ate Re ers a a-a—_., Trumann Industrial Development 
' Corp. 
Tuckerman —__:~---.-* a a als ae Tuckerman’ Industrial .Development 
Corp. 
IN ort ia deseeh tinea adel nate gs oeees Leta cig Turrell Industrial Development Corp. 


ena geaniecoaitnpniaiel 


Neen en eh a casein 


MI SI cs Circ avesiemen entre sanplionl 


a ea teat acsearle tana icp 


a a i oles cata 


Van Buren Industrial .Development 
Corp. 

Warren Industrial.Development Com- 
mission 

West Memphis Industrial Develop- 
ment Corp. 

White and Woodruff Counties Indus- 
trial Development Corp. 

The Industrial Development Corp. of 
Wynne. 


CALIFORNIA 


Community industrial development organizations 


Total number—13 


Community 


NI iil Sa cach tipi hapa A acl Be win Sih ich aed eae 


eae a et ac bo 


Lancaster-Palmdale..__......-._...--- 
ON sei oh i oe the ene 


NR ch ad ie le ee ta eel al e. 
NN ort pti eeu sia 
Gis let oa i el ae 


ith Ss ein eek ea 


ett eal Soho ee el 
NO NE OO il ccs wenenecheldltocheretecnins 


inte Ra ee Le ict Lo cecal eccie 
OE) hie eo ht ie 


RN ili el ee i ee 


Name of organization 

Délano Developments, Inc. 

Fresno, Industrial Site Development 
Foundation, 

Antelope Valley Association. 

Madera County Industrial Develop- 
ment Corp. 

Contra Costa County Development As- 
sociation. 

Merced Development Association, Inc. 

Shasta County Economic Commission. 

Monterey County Industrial Develop- 
ment, Inc. 

San Jose Industrial Foundation. 

San Luis Obispo County Development 
Association. 

San Mateo County Development. Asso- 
ciation. 

Marin County Development. Founda- 
tion, Inc. 

Sanger Industrial Foundation. 


COLORADO 


Community industrial development organizations 


Total number—9 


Community 


Gireetey oo - koe nha 


Da a hale aha eaters 
Ce oe thie ah asesemnymaienin 
OOM) Fok asec lt eese desi 


Name of organization 
Boulder Industrial Development Corp. 


Brighton Industrial Development Corp. 


Holland Industrial Center. 

Industries for Jefferson County, Inc. 

Chamber of Commerce Industrial Com- 
mittee, Ine. 


Greeley Chamber of Commerce, Indus- 


trial:Committee, Inc. 


Loveland Development Fund, Inc. 


Huerfano Development Corp. 


Sterling Industrial Promotion Fund, 


Ine. 
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CONNECTICUT 
Community industrial development organization 


Total number—15 


Community Name of organization 

Diss) tan teeth ss nechehateninein thant tins Bristol Industrial Development Corp. 

IM i cicasccghis cds bpcuaptah dey ecwids i* » Canaan Industrial Developmént Asso- 
ciation. 

a iris cs eine rece ttnn lanes hia .... Danbury Industrial Foundation. 

NR ith a dsstiaisbstclaigublon gains Danielson Industrial. Foundation. 

I 2 cs ink adic at ash Akad ahpegsitacenc Kent Industrial Foundation. 

I iss: cstacacicesintbld>~bbieiauri eens wis Middletown. Industrial Foundation. 

Ps ion dined nec asi _-........ Norwich Industrial, Foundation. 

MNES car ih asi sete _.. Putnam Area Foundatien. 

SN nti iitiinjrabirntiinniartsnninelecemmentiaaittl Rockville Industrial Foundation: 

I IN iii cine acm ncs cepa libel Stafford Springs Industrial Founda- 
tion. 

South Willington__--....-._------ cane South Willington Industrial Founda- 
tion. 

I, cin anseesie witli _..-...-~---- North Grosco Realty'Corp. 

Ee ee ues Torrington Development Corp. 

Ir RET ohn oe ek __.-»...... Greater Waterbury Area Industrial 
Development Corp: 

FO te iasths cata cearteseis mana eet pas En Ss Winsted Area Industrial Foundation. 


DELAWARE 
Community industrial development organizations 


The Delaware State Development Department reports no community develop- 
ment corporations. ‘The promotion of industrial development is carried on by 
the Governor's Committee To Promote Delaware, Inc:, and by local chambers of 
commerce. 

FLORIDA 


Community industrial development organizations 


Total number—26 


Community Name. of organization 

sabi shld dl, cenit anks db caaeae nd diasal, Ravel Ambides de Gilchrist-on-the-Suwannee Develop- 
ment Association. 

Biaintetowe 31 2 ea Calhoun County Industrial Develop- 
ment Corp. 

BI utes et So sa Manatee County Committee of 100. 

OMINNGT.. 555 wires th lth stan Galan ntl a Washington County. Industrial De- 
velopment Corp. 

Daytona Beach. .....~.......--.: Bonus Industrial Payrolls, Inc. 

Wert Taucerdble.... ok couse loess Lauderdale Industrial Corp. 

DON ee ee I Inverness Development Council. 

JECIVI Sos eas Jacksonville Chamber, of Commerce, 
Committee of.100. 

IN ps an soc vax awit ae crt Jasper Industrial Development: Corp. 

I a ee ES hie Industrial. Development’ Committee of 
100. 

Dee any oo as aden Baker County Development Commis- | 
sion. 

Madison......_- ee OS ee eee Soa Madison Industries, Ine. 

PO Se es poh nis De nit med nee Miami-Dade County Chamber of Com- 
merce. 

ROO chee ee eke anes _. Marion County Chamber of Commerce, 
Committee of (100. 

Ce eee Sle ean nea Orlando Industria] Board. 

FUG Cet eee ee Industrial Development Corp. 

I Soa islets innate ance _. Industries Unlimited, Inc. 

Re ak oo one cea a awe on St. Augustine Committee of 100. 

ik, a Su ne se nd Pinellas County Industrial Council. 

DORNER inte sae oo Bae SSS Sarasota Industrial Council. 


24897—58———-29 
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FLORIDA—continued 


Community industrial development organizations—Continued 


Community Name of organization 
DD eenienen cinerea e wenn «---.... Sebring Development Commission. 
ee rat se altel /......... Greater. Tampa Chamber. of Commerce, 

Committee of 100. 
Trenton__-...-..--__-__,__-______...... Gilchrist. County .Development Com- 
+ mission. 
West Palm Beach_____--____ _,..... Palm Beach.:County Resources De- 
velopment Board. 
Wildwood__-_..._..____- Boe ..... Industrial Development Commission. 
Williston____._ _- NESE LAE Ole _....... Williston Development Commission. 
GEORGIA 


Community industrial development organizations 


Total number—123 


Community Name of organization 
PN ih iiciicter Dcnenk Smad weietin as Abbeville Development Association, 
I dined silting IS Cook County Enterprise, Inc. 
Pe iii lea eb bnatE ic a. Wheeler County Development Corp. 
AIDEN so 5-25. init. abingtita Sitl derecho Albany, Inc. 
I ai Saige lad aims Semi . ‘Industrial Development Corp. 
Meee laconic Sslerises pientinanlaeany Bacon County Industrial Association, 
Inc. 
RNIN 6). gs Bie hee: Americus-Sumter County Development 
Corp. 
SS BOs ee Sede Su Industrial Development for Ashburn. 
Athens___._.-.-__--_------__-,---.1--. Industrial Development Corp. 
ee ws Eo os Augusta Committee of 100. 
Bainbridge___...-.__.-------.--.-----.. Bainbridge-Decatur County Industrial 
Corp. 
AT i Naat ic nl ene Ball Ground Industrial Development 
Corp. 
BN iil ecriintiicstnietnine lari ereiatienitactsilihtieassmibeaie: Appling Industries, Inc. 
NN ask laa cies neato abn Sbaiim gceteniss Industrial Development Corp. 
ENO. Cae Ch mnlnee Blairsville Industries, Inc. 
as til kd hiss dec aed ne Blakely Builders & Manufacturers 
Corp. 
eNO eee ae iisiso ek ct a Buchanan Building Co. 
PURE FINO oceans noel js _.... Marion, County Improvement Corp. 
Cate osc esitivigoss thie ieceul~. Grady County Industrial Devélopment 
Corp. 
OUR aon iH _....... Gordon County Promotion & Develop 
ment Association. 
Caimilla..-.csoule seen ss piu_.._. Greater Camilla, Inc. 
Ceppotiiieiiiis 3 ksi nik nine cena Carroll County Development Corp. 
Gaetessrithe..)......s0e200.425 ‘_.....--. Cartersville Industries, Inc. 
Cave: Goring... 250i nec Kees -o5 Cave Spring Industrial Development 
Corp. 
Ctarewiiss 3 os a wed eis se Cedartown Industrial Development 
Corp. 
CN pals to0) oc ie oo eee ee Chatsworth Industries, Inc. 
Clarkesville. __...._-:--- __-- 3 i_i.. Clarkesville Improvement Association 
OMAR ROR oe nw 2s se ki sees nn tes Claxton-Evans Development Corp. 
Clayton—__-~_- ri bette win’ Clayton Industrial Development Board. 
Clevelahd..........- Joe tt. ~=Industrial Development Corp. 
CUINN  ta ere cic _..-2..-..-. Cochran, Development Co. 
Copert....--..> we ahd he dn ke salin dsa _,_-----. Colbert Industrial Corp. 
Colquitt......-.....------+-------+---- Miller County Industrial Board. 
Columbus Industrial Development 
Columibus-_---- os abeilik Leidats bolo ad aaniind pil dieses Corp. 
Cree bi ties cae itidadeededes-- Crisp County Development Co., Inc. 
Cortelie. 3. cee i lth ge lee Cornelia Area Industrial Corp. 


Dahlonega.._-..--------------------- Dahlonega Enterprise, Ine. 


a 
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GEORGIA—continued 


Community industrial development organizations—Continued 


Community 


Dalton... “365 stusu paloised L ctied 


Donalsonville. ________-=_ 
DeOGMMEo sais eben 


TR in ssa ce tte Adan Trl entitle 
Dastman: > ..2s6 i shah Bis pits 


Elberton. __—-_- pies os... 5ishaaSbe 
Bllaville_____- lad P oud) 


NT a elntt die Ia ine ie 


Fitzgerald_-_-_.-_- 
Forsyth_____-~ ; 
Pore. Vasiasecsiincniendini edwin 


Gainesville._._.....----. ais ee 
Cette. 5 ica 5 Seiad pete 
GPOer eT di lia ht icseu sats Te 


Greensvorei:... see wt ee ass 
oo a a 


Hartwell__._..---- 
Hawkinsville_ 
Homerville.__......~.i. 


SROMIOES sticscaitdcp ened aanpuhpet: 
. Twiggs County Development Corp. 


Jeffersonville____-__-_- Botti 
Jesup____-.- : sd i ee Eat ald 
A CIEE rina aetna aetna 
Leteyere...... .-. vente ee 
La Grange__~-—- y 
UN a iste sinha tpritieta aca 
SR WONIE i nk te 
Lawrenceville_--_-_-_- 
EI greenies philin nbn Bb diel eaten i 
RiORRMETINIOS «6 dec an 


I oid ccna dae o a nleceininds 
BE ccna hans mselenishabs wgiaseceoereniatangi hana 
Macon_--.- 


Madison__~_ Kank » 
ORONO 65h teskia nwo, anaes . 
Marietta___ 
McRae- 


Menilo-..._._ eeenmedh ~ ? me eats: 


) 
Millen... 
Milledgeville op ashame 


Monroe____-—- Paeemes aomt won aac See 
Monticello_- a ate ee ea ep ae ae 


Montezuma_-_-__----- ; aaa 


Moultrie___ 


_ Coffee County Chamber of Commerce 


Name of organization 


Dalton-Whitéfield ,County 
Corp. 


Industrial 


. Terrell County Development Corp. 


De «Kalb Industrial. Development 
Board, Ine. 


Seminole Industries,.Inc. 


Industrial Corp. 

Dublin Investment Corp. 

Dodge County Industrial Development 
Corp. 

Elberton Development. Corp. 


_ Schley County Industrial Corp, 


Ellijay Industrial Develpoment Corp. 

Fitzgerald Civie Corp. 

Chamber of Commerce Industrial Fund. 

Fort Valley Industrial ‘Development 
Corp. ' 

Gainesville-Hall County’ Development 
Corp. 

Tattnall County Development Corp. ' 

Greenville Industrial * Development 
Corp. 

Greensboro Industrial Corp. 

City-County Industrial Development 
Corp. 

Hartwell Industrial Committee, Inc. 

Pulaski Development Co., Inc. 

Clinch Industrial Association. 

Butts County Development Corp. 


Jesup Industrial Development Corp. 

Junction City Industrial. Development 
Club, Ine. 

Lafayette Industrial Development Corp 


. La Grange Industries, Inc. 


Lanier County Development Corp. 

Lavenia Development, Corp. 

Gwinett County Development Cofp. 

Lincoln County Industrial Corp. 

Logansvillé. Industrial Devélopment 
Corp. 

Lumpkin Development Corp. 

Lyons Development Corp. 

Macon Area, Development: Commission, 
Ine. 

Madison-Morgan Connty Industrial De- 
velopment Board,, Inc: 

Minchester Industrial Corp. 

Marietta Industrial Asosciation, Inc. 

Telfair Industrial Development, Corp. 

Menlo: Devélopment Association. 

Candler ,County Development Corp. 


. Millén Development’ Corp. 


Milledgeville and Baldwin County De- 
velopment Corp. 
Monroe-Walton Co. 


Monticello. Industrial: Development 
Corp. 

.--Montezuma . Industrial Development 
Corp. 


Moultrie Development Commission. 








OQ ae 


. 


aww 


Pa ad apeatiemateetremeeriettae 


Co 
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-Mount Zion_~_- 
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GEoRGIA—continued 


Community industrial development organizations—Continued 


_ Comnunity 


amine iT Os ee ys a a 


Wate ee 2 es Pais 
TE eee cold Joe 


Swainsboro. -_. selene seen atlas 
Sylvester____- 


Been St ey 3 Spbees 


eS oe BL ee ON ie os ede eee be, 


Thomasville__ 


Thomaston__- 


Unadilla__--__- : 
Valdosta___-_.-=-- So ao " 
Vidalia___ 7 eke 2 
Warrenton_-__-_-_- : Peek 
Waverly: Hall___-___-.---- TEAS tied 
I. Se Se 
Waycross. :-—.—~--_- 


Waynsboro- ie sche ales 


‘West Point_____. OID pl 7 


TN i go se . Fee 


Wrens: ___.-_- ae 23) aot EAS Dare 7 
Wrightsville... —..-:. Poca ye sie. 


Name of organization 
Mount Zion Development Corp. 
Newnan Industries, Inc. 
Irwin County Industrial Development 


Corp. 

Bryan County Development Corp. 

Perry Industrial Development Corp. 

Brooks County Industrial Developnient 
Corp. ; 

Rhine Industrial Council. 

Richland Industrial Corp. 

Crawford County Development Corp. 

Rockmart . Industrial Development 
Corp. 

Rome Chamber of Commerce Develop- 
ment Commission. 

Royston Development Corp. 

Sandersville Improvement Co. 

Savannah District Authority. 

Smyrna Development. 

Social Circle Development Corp. 

Treutlen Development Corp. 

Hancock County Development Co. 

Sullock County Development Corp. 

Summerville Industrial Development 
Corp., Ine. 

Emmanuel County Development Corp. 

Sylvester-Worth County Development 
Corp. 

Tallapoosa Realty Corp. 

Stephens County Development Corp. 

Thomasville-Thomas City Industrial 
Development Corp. 

Thomaston.& Upson County Industries, 
Ine. 

Tifton Industrial Corp. 


. Unadilla Development Corp. 


Valdosta Industries, Inc. 

Vidalia Development Authority. 

Warren County Promotion, Inc. 

Waverly Hall Development Co. 

Wilkes County Industries, Ine. 

Ware County Industrial Development 
Association, Ine. 

Waynsboro Development Corp. 

Valley Industrial Council. 

Winder-Barrow | Industrial 
ment Corp. 

Wrens Industrial Committee, Inc. 

Johnson County Industrial Develop- 
ment Association. 


Develop- 
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IDAHO 
Community industrial development organizations 
Total number—7 





Community Name of organization 
Boise... ...-.......--- sate enc ae Boise Industrial Foundation, Ine. 
I gost cpsnsipaictiancs ditmniehtisataaiein Caldwell, Industrial Corp. i 
Rati nies esta sbw addin scan. Nampa Industrial Corp. - 
COE GIR iso ineetincelsciictaiiceees North Idaho Industrial ‘Corp. 
Wn inncnpeseanead Sickie Weiser Industrial Corp. 
Si icin nscsi da aii scape eats Gooding Industrial Development Co., 
Ine. D 
DOW iit cccscicticns istics, _ Twin Falls . Industrial _ Development ' ® 
Commission. 
IOWA 
Community industrial development organizations , 
Community Name of organization 
I ict niilntig heres Drcttetear tn widen nnecuie motets Chamber of Commerce. 
Padi copies nse again eae Aan tie chekacaecd eae Anamosa Improvement Corp. 
I slp ceptititeine Soe eotia ern ten ee eba acaerip neg eve Chamber’ of Commerce. 
Eis clit at sraiincci nics te abieiis dnc cheep dena Do. 
I garth es chteseerel ape thence reteee el gitar Do 
A clin, co antag sa adh dnt cetesceks tlgtevins Sega cotontnalip ae Do. 
dhs cakes cacncpictataledteatnen seven dem eaecreon Do. 
pO Ee a ital ae th aot 8 a et Audubon . Industrial . Development 
Corp. 
Burlington__-__-_-- etal iorerstelis _.... Chamber of Commerce. 
I hk eile igs tanning eg tila deta wine Saad . Britt Industrial Development Corp. 
RINNE ch htt sek ron ree ae oe secede Chamber of Commerce. 
Big ore nts nip eeilardpcouianaimiaen Do. 
hen Scie le Spas os aiaegaae Community Development Commission. 
i eeeiea tad eels eed idan apse oeneeher Clinton Development. Co. 
Cea. ee et Chambér of Commerce. 
ao ahi tate eee gpa ae Do. 
Case la ero nee ee aati cathe a Carlisle Construction .& Development 
Corp. 4 
NOM heist get ot en 3 gen nas -~--------»--- Chamber of Commerce. | 
Cedar Rapids_____-_- POI side Ol a os é Do, he 
Ur ee aes _ Centerville Chamber of Commerce. 
op ibe te Eee cai QA Reeth eal es . Charitén Development Co. 
CH Cle | one coke cere _... Charles City Industrial Development : 
Corp. 
Cherokee. =... Chamiier of Commerce. 
Ne a hich etl Deletions rec Clarinda, Industrial Board. 
PIN lie ina his ce dines Mecdenbatonn ae . Crawford County Industrial Develop- 
ment Corp. 
BN le on pies sets tome _._...:.. Chamber of Conimerce. 4 
EN iirrctt kevige aces a cirren ee 4 
IN ere ins eh onc alin seston nim sSarekarta _... Decorah Development Co. 1g 
Des Moines. ~:~. --.-__-:-____-__. Des Moines Industrial Bureau. 
INE aS cre ante pdr iain DeWitt Industrial Board. 
meee GrOVe. ono oo cee _- Chamber of Commerce. 
Emmetsburg_-_~--~- sietylaigina nits avin aiid Do. 
Hetherville.o_-........-- sic ta antici see = Do. i 
Forest City_...........__.._..._._._.__. Forest, City Development, Inc. 
Fort Madison____.___.__-.___.__.__.__. Business Industrial Committee. 
hh cionnniscen sarnewriinne-tn .. Development Corp. M4 
Grinnell___o_-____ .___- “-___.________|_. Grinnell Industrial Development Corp. he 
Grand Junction_-...--_2.-__- ____._.. Grand Junction Development Associa- ; 
tion. 
) arc eee i pastes ences __.. Community Development .Corp. 
UI oie iarictartniieese se oak at ~---.-..-._..-Chamber of Commerce, 
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- lowa—continued 


Community industrial: developmént organizations—Continued 


Community ' Name of organization 
IEG tice heii Secinwsianwennne Humboldt County Development Corp. 
pememmdonce.. 2. seb ert Le et Independence Building Corp. 
Indianels.aglisocucelislsuslsiw cess... Development Corp. 

OWS Gils ocd acc Lol, Chamber of Commerce. 

pow wees... ere, itl Le Iowa Falis Industrial Development 
Corp. 

Somerton... gas leben Chamber of Commerce. 

We ce leet lo. Do. 

I chat cicacsseians tapes chica inven corcnbarieaek Cai cotione Industries Committee. 

Sead... So ea eS Le Mars Development. Commission. 

BE Bl Renidamnrvamucttibbdiicbemwnr 

IIR itectdik Giccbictbiiendicinie ienptartiiiy lnidavockcn ientanaifell 

NN a ico aa a Sa Community Enterprises, Inc. 

icin n aides BGs aieeaeese The Lenox Development Corp. 

ECR PRES SES es an el Chamber of Commerce. 

IN ion ic oh lok sail ci ten sade selenite coedcb steerer Do. 

Deemene Piensane eet kt Industrial Development Board. 

NN aio ashi diana ellen cies ethene daniainentnenitiniae Monona Development Corp. 

oN tee ictal Need all canis 

ITI a ees Chamber of Commerce. 

PD ciinncacenacn Ne ivieandlasinigalialiaeth hase Do. 

PI i ic Ss Manson Industrial Development 
Commission. 

I i ik a esl aac reer neni 

Te i etbicie Malvern Builders, Inc. 

SRO bisa lnenosccedcn Sl Monticello Development Corp. 

NE ENE ELE ELS ERR BOR AR BAREIS Industrial Committee. 

ei wine es, Do. 

IE aca ested ences teiionshee qultcoenorgiee New Hampton Industrial Corp. 

PR ei iiicitiipeih sateen ime inen a chlh actarlRlamodcilalintaetiooen Chamber: of Commerce. 

ies etree eis aip.ce ine chinimep ees Community Development Corp. 

IT hte hic iarsth iti eateries tan apen enna chvinre i Chamber of Commerce. 

iia ae derrennanee tintin sat tareniaeneniinine Industrial Committee. 

Ra iepitin esicteestiaeecperliieete bacnaneh dotsia lente maniacs Do. 

Oo ele eiidiints Industrial Development Committee. 

SN ic ftcibsenscnssedecana-n-tcirsessi cde iain _. Chamber of Commerce. 

a i a a Do: 

RE EN ons ib cars tcccnisunecsetnensinp icine Jommunity Development Commission. 

iii ttertintenrinatie whit canna Greater Rolfe Club. 

NE ee it ite in ee clbeneetth cca indgate ig sgdeaiion Chamber of .Commerce. 

OLE EE SATS SE EE EMI Rock Rapids Development Committee. 

iach a titan a vate hss Yosio triers bo vake Cadiigtnsemn Chamber of Commerce. 

PN aii ike Al a OF Sheldon Chamber of Commerce. 

Pe i Shenandoah Chamber of Commerce. 

Fn cen SAW Community Development Corp. 

UU N atale seickecie) ices bahamas dea le ae hai Idea Industries. 

NTI Stanwood Development .Association, 
Ine. 

Spencer... +... 2-4. +.__2__.. Spencer Chamber of Commerce. 

Storm Lake___- ~~ a ae Re Ls Storm Lake Chamber of Commerce. 

nn hala Lance Sumner Development Corp. 

Pn 

ie allah de eid i cctinns ccnp aed sappaiodinieas 

Ueeney © OMe es aes 

RSS RIAEE DAR eet Pee pL ae 

a danas ca ciihlk one ein pp ns lances ne don 

Fe PM i a sath ahs osmiehntnts _.... Washington Industrial Corp. 

hl a a ea Chamber of Commerce. 

Re et a Do. 

Webster City... ........_- 3 Industrial Go-Ahead, Ine. 

West Liberty... _.-- ‘ hae 


Winterset_. 
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ILLINOIS 
Community industrial development organizations 


Total number—24 


Community Name of organization 
OT tiie aridinitep ices) oi eee... Belleville New Industries, Ine. 
CR etter il ie i dl ilgibtla ed makin Canton Industries, Inc. 
Cee de desl ch clio Centralia Industries, Inc. 
Charleston___.__..-.._______._.__.*__. Charleston Industries, Inz. 
EPRT TINO ic. ons it gee toe _._... New Industries; Inc. 
TT i i Dixon Development Go. 
| Un em ic _. Clay-Wayne Trade Development: Corp. 
ae ae _..-. Freeport Industrial Expansion Corp. 
a acti siigiencsiiniain nee sian mimeieniielilncsn Galesburg Development Foundation, 
Ine. 
Gillespie... 42 SO Pee. 38S __........ Benlo-Gillespie Development Associa- 
tion. 
ea ibeomoame Hanover Commercial Club, Inc. 
PTI neat nee ne gunpessceca. Seren Gelmenity Counc. 
ae deta Bg gee diem ete SS se die Bi _.. Shares in Kewanee, Inc. 
Ss ieee eee Lee _i... Shares in Litchfield. 
McLeansboro_._._._.._...__..______...’ MeLeansboro Golf Club. 
er se oe ae Ee eee Oe mene: 
weoen,. Vornen..... .........4-~- _..-_....... Mount Vernon New Industries Inc. 
Murphysboro__....................__... Murphysboro Community Enterprises. 
MMR tn, Sr rc ee eee Olney Booster, Inc. 
BO ic tale ee _..._.. American Community Buildets, Inc. 
Rantoul_..._____.-_________________._. Rantoul Industria Development Corp. 
PE VERIE cone acne _....-~... Shelbyville Development Corp. 
cS ESSE BAT hc att eee Modern Research. Industries, Inc. 
West Frankfort________~_- wahengisieuememaie West Frankfort Community Council, 
Inc. 
INDIANA 
Community industrial development organizations 
Total number—25 
Community Name of: organization 
I acta sai Neil Bloomington Advancement Associa- 
tion. 
a a St re Clinton Community Club. 
COMTI ii cin es drei aiih cschineta': _..... New Industries; Inc: 
Elkhart=_._--..---____-2-_..__.__.___... Elkhart New Industries; Trust Fund. 
Bvansville: =... .i...._...--_..,.--. Chamber‘of Commerce. 
ORE We tick cts eedeeonterchcdabionsi ».... Greater Fort : Wayne Development 
Corp. 
PPOURIOM os <a enna ----.-1.--.-.--. Frankfort Industrial ‘Land* 'frpst 
Fund. 1 i 
Gary....-2.-........----.-.-......... Gary ‘Industrial Foundation, Ine, 
Goshen.....2..2-...+-.-........-_i._.. ‘Goshen Industrial Club. 
Scat kB lnscat sus enlaces ocean Committee of 100, Inc. 
ERTS, ii enc thnmitnnt : zs...’ Kepner Tract (induStrial subdivi- 
sion). , 
Tee ci a _...-----, Greater Linton C Lub. 


Michigan Oty. seems i 


_.....-.-. Industrial Development Corp. 
OE VOR oo acct eerie 


_--.--...-. North Vernon ndustries, Inc, 


Richniond__-_-_-- --.-i.-....-....-..-. Richmond’s Comniittee, of 100, Inc. 

South Bend and Mishawaka i ca tai La Committee of. 100 of South Bend and 
Mishawaka. 

eal Sa A el on saat Sullivan. County .Civie Employment 
Corp. 

V Rn oe ii acetate an ___.__._..__ Vineennes Industry Expansion Corp. 

PIN ii sereons~selethin .... Plymouth Industrial Development 


Corp. 
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+ INDIANA—Continued 


'| Community industrial development organizations—Continued 


* Cominunity ‘ Name of organization 
North Manchester_._______ wi _a«__. Industrial Foundation of North Man- 
a" chester. ' 

MIS ih oe Ls Rockville Improvement Association. 

Greensburg____._--._- ae MI tk Greensburg New Industries, Inc. 
I Sith ee ee Shelbyville Industrial Committee, 
' , Chamber of Commerce. 
‘Madison____--- sibilant! thi ien tliat bene Madison Frontliners. 
PUN... wel iue paths, Washington. Industrial Expansion 
Committee. 
KANSAS 


Communities with industrial development organizations 


Total number—47 


Community Name of organization 
Nee a ies ll caine Anthony Industrial Development Corp. 
FEO. sno np nnhennapanescone a ana Industry, Inc. 
ita cht ncrmnleneesmen peered eiceetiaet Chanute Development Co. 
a ca a aeeteiciae a Clay Center Industrial. Development 
Corp. 
ge a ees Coffeyville Industries, Inc. 
eran Dodge. .City Industrial. Development 
Corp. 
a eh a ae antl a ta hl ce age Emporia Enterprises, Inc. 
Ne aT pneniistateent Eureka Industrial Development, Inc. 
neil ices Development; Inc. 
iene aa all ipea iel eee eeaeeeitls Be Ea Garnett Inustrial Development Corp. 
I a Sai Bate ein dase cipehiwseor a Hanover Industrial Development 
Corp., Inc. 
ne Oa i cnclagnibiacanameaginhe Hiawatha Industrial Development, 
Ine. 
Nn a i ee see Hoisington Development, Inc. 
NI oe Se ee Independence Industries, Inc. 
Te te weenie Iola Industries, Inc. 
a il in ences ale payee Lawrence Industrial Development Co., 
Inc. 
De wONt eo sku stoe Leavenworth Community Hotel, Inc. 
oS a ee Manfax, Ine. 
Ne ane a eee eee Neodesha Industries, Inc. 
ia Nata a Sr hat meee Newton Industrial Foundation, Inc. 
Re ee re etl hast eaican Onaga Development Co.,. Inc. 
NNT Tee ee nero ee en nates Osage City Industries, Inc. 
PRP ace he Soo oc ok Ottawa Industrial Development, Inc. : 
RON ers rae Samah oe no nn SE ES Paolo Industrial Corp. i 
eee ee to .--:, Pittsburgh ‘Industrial Development 
Corp. : 
PE tha Se Sep ney ais nnmapdlenpogere Salina, Inc. | 
eal nf MUO seh oe ane eho at eedecenpeelei Seneca Industrial Development Corp., 
Ine. 
ene rnd alts Tonganaxie Development Co., Inc. 
es a aa cecalialiaaishl a eects aSahiebeion Wamego Industrial Development Corp. 
ea rich ee fk Ak as Winfield. Development Corp., Inc. 
IN TI nc es he a ae Arkansas City Industries, Inc. 
Bexeer Beringer Baxter Springs Industrial Develop- 
ment Corp., Inc. 
I Re ne ie Caney Industries, Inc. 
al ni 8 ES I Columbus Industrial Development, Inc. 
Concordia_-__-__ a ae earl isielatactrts Concordia Development Company, Inc. 
I ae i a Sg Downs Enterprises, Inc. 
PEI Ne Nae ne a ca eagl beak ce gata El Dorado Development Co. 
I WEN ane Fn eh ee Fort Scott Investment Co., Inc. 


I Ne a ch a a as bata ana n aeibi 
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KANsAsS—Continued 
Community industrial development organizations—Continued 
Community Name of organization ; 
Hoaletedd a... su. edie ete lee netee Halstead Industrial Foundation.’ 
Hutchinson_____ ~~... +2. Sip scm belanitna- Hutchinson. Industrial Development; 
Corp. 
Junction :(ULy . 253s a ciaifoisak-.- Junction City Industrial Development, 
Inc. 
Edbebe lis acti. wcepalsn atte daiieee Southwest Development Co., Ine. 
McPhersotl........----. p22 i fiieanne— _ McPherson Foundation. 
Marysville. 225 2 si pendnigientsseen-- Marysville Industrial Development, 
Corp. ; 
Buseebliwiosuo iy ag anno eae. Russeil Industries, Inc. 
Wellingtoms iio ins itn ncchsoslnnswene-- Wellington -Indmpstrial wide 
Corp. 
KENTUCKY 


Community industrial development organizations 
Total numbeéer-—41 


Community Name of organization 


I aa cas aot arnt thsi deel Ashland Industrial Corp. 

Bowling Green... ....<5 secs sees Bowling Green Industrial Develop- 
ment Association. 

Ceo i tek er I cles Trigg County Planning & Development 
Association 

Catal isc icincnecsindnecmiaicone Taylor County. Area Development, As- 
sociation 

CarrOlitons icisn co icacenenebdictiodies Carroll Courity Industrial Foundation 

Central  Olty sino ening nce cuiteee yee Central .City-Muhlenberg County De- 
velopment Association 

CHitGO iss 5 nono nota leeb hate Clinton Development .Foundation, Inc. ° 

Colum lts csiccat bate pien arenes Columbia-Adair’ County Development 
Association 

COVIN TOD. os. we - pense n tee tin see Kenton Lands, Inc. 

Piha 5s a cecatinies bm enh mepabeic inne Danville Chamber of Commerce. : 

Dilan et htOI Riss nce nnn ncn nace emeh no Elizabethtown Industrial Foutidation 

Wp OO ities cneici ete ierednedn omehpremhiens Eminence Improvement Co., Inc. 

Prehil sins do cncc edn p een ~anenadie= Franklin: Industrial Development 
Board 

GeOrgetoW Ds - -22 qn ene nner esa: Georgetown Iinptovement Co., Inc. + 

GlRSROW a 2 ek ew eninasewceemnens Glasgow Development Corp.: 

GROSTOD OEE ced eosin ensneatinn epee Greensburg Industrial Foundation 

a Pr oe ccisiis igs penrcininsaenippaletinent Harrodsburg . Industrial sean 
Corhmittee 

Dr IE Essai sin nts coer ania Males Henderson Committee of 25 

Ni el il Hickman: Development.Corp. 

Hopkinsville__.-..--------+---«-------- Hopkinsville Chamber of Commerce 

en A eenaainihleian City of Horse Cave Industrial Foun- 
dation 

TL AWHOROUING a ice ccncccnnandetuneinaas Anderson County Industrial Develop- 
ment Association 

Lexington._.......---<0<n-<0<2222--==5=- Lexington Industrial Foundation 

LODA0O noice a neseninennmnomiamse aay London-Laurel. - County . Development 
Association 

Louisville_____...-.-246------- == == Louisville Industrial Foundation 

Maysville._....--.=....------.---.----. ae County Development 

0. 

ema seen e ee Middlesboro-Bell County Area. De- 
velopment Association 

Monticello_-_----------+---------------- Monticello Industrial .. Developnient 
Co., Ine. 

Mount Sterifing—..- 2.22 ns Montgomery County Investment Co. 


24297-—58 20 
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KENTUCK Y—continued 


Community industrial development organizations—Continued 


Community Name of organization 

Nn nr ennai ache etna: Mundfordville Industrial Foundation 

ee ee eS ne . Owensboro Industrial Foundation 

I ee aes Industrial Co. 

ee ere it eee etm oaks Paris-Bourbon County Chamber of 
Commerce 

Ne ee nec papi als McCreary County Chamber of Com- 
merce 

TEE ee ee we es Russellville-Logan County Civic De 
velopment Corp. 

en OU seispdelpiel Shelbyville Industrial Foundation 

UI teh Sic cote ds ote nae eimai Somerset Chamber of Commerce 

Nes ded meh Stanford Industrial Foundation 

BTN si seacecee incpch ata pnnian elie kaioerans Tompkinsville Chamber of Commerce 

TI si Sa calincinessnceicemiiotenenlig lee aan Vanceburg Industrial Development 
Corp. 

SU a sc crate inclination engi angen Versailles Improvement Co., Inc. 

LOUISIANA 


Community industrial development organizations 
Total number—15 


Community Name of organization 

IN Oi itn asinine apealsle had eacstmtooaianlialins Arcadia Development Co., Inc. 

pT SRL RE OPEC ACS eee North Baton Rouge Development Co... 
Ine. 

eee ee nicl od atadeeee . Delhi Development Council. 

I heath ec ee ee eles Greater Elton Industrial Corp. 

Res Se eked deals sini South Rapides Industrial Development 

Association. 

SEI oe en aoe Gonzales Industrial Development Co, 
Inc. 

Ne ae Sr cn geerete tiet Homer Development Co., Ine. 

I nn cat aaa cerca cal aaa ta Marksville Development Association, 
Inc. 

Ne cn eee haha eee ec ogsceetninn Minden Industrial Development Corp. 

be IGS Be bo NS nd IE Monroe Area Industrial Development 

Corp. 

IO nnn oe cc cepoaninn Natchitoches Industries, Inc. 

ee ne oe ales Greater New Orleans, Ine: 

cain dA oe ieee ay ah ercnsrgrenl aa asin esis Melville Development Corp. 

Bena tikes arg bean oct catnen ee tent hp gapelen Ruston Industries, Inc. 

NN ccna pra na coitecersite Wnseiacenctn ws sme baste . Winnsboro Businessmen’s Association, 
Inc. 

MAINE 


Community industrial development organizations 


Total number—23 


Community “Name of organivation 

IR ine ca a ha sini scat cahaeaieasiinasie erties Auburn Business Development Corp. 

I NS iii einen eet eabbreeciaetetils Mount Desert Development Corp. 

as hat alae dltotoes Bridgton Industrial Development 
Corp. 

eset te erence elegance. Brunswick Industrial Development 

Corp. 

a a nae Calais Industries, Inc. 

RU Ih iatcris in as peuleoisbbmepenanionee Penquis Development Association 

Ro said oo ca higcecbeeh ile le Elisworth Industrial Development 
Corp. 

RUIN cosa se ae ire Farmington Development Co. 
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MAINE—Ccontinued 


Community industrial development organizations—Continued 


Community Name of organization 

Preeti ews. caida nese. Freeport Industrial Development Co. 

GarcinGP nica cen ao Gardiner Building Corp. 

ere ss aol oo ee Houlton Regional Development Corp. 

Bunneee iin Seek dele Kennebunk Industrial Corp. 

ss su le edhe Lewiston Development Corp. 

Daeetta rl tsisieniel.. iievst St H.. Lincoln Citizens, Inc. 

EROUININS POG sive ccc cn iiines+ Livermore Falls Development Corp. 

Wiewiebie oe elo Ossipee Valley Development Associa- 
tion. 

Petes. ...40an Jeooulerss siaecges Patten Development Corp. 

Moeeee a Sd aekiue Leek Knox Industries, Inc. 

DOGO eis atl ek be ihecasdahiin Saco Industrial Corp. 

ReeG etre sick bie accilekn alah gine Sanford-Springvale Chamber of Com- 
merce. 

South Me Gistscupcewatl cola South Paris Development Co. 

Wenieneres.) tases bie ene Waldoboro Industrial Realty Co. 

WENTOO oii clncas el cnda es Waterville Industrial Development 
Corp. 

MARYLAND 


Community industrial development organizations 


Total number—12 


Community Name of organization 
Dalteeresie eich eds teia inks bed... The Industrial Corp. of Baltimore. 
VOGOGR. nice ei es ete. Industrial Development Commission. 
DOR CTOisekt eidiedid. Ceti aide Beltsville Industrial Center. 

A Ri ces oc tt fiona sorcalht Hartford Industrial Council: 

Combate ¢ ict waskicsh . tek ath Dorchester Chamber of Commerce, Inc, 

CNENO sce ceckcke eee Industrial Procurement Committee of 
Centerville. 

CROTON oi occa eee Kent County Development Council. 

Crees Ss ecb ek tae Crisfield Industrial Development Corp: 

SOUR OR ns 5 eps ccnnnntitinnbccs Washington County Development As- 
sociation. 

Pocamoke City on xeed siete Jaga. Pocomoke ‘Chamber of Commerce, Inc, 

SaieWerFeuis ici th ioc eee New Industry Committee of Salisbury 
Chamber of Commerce, Inc: 

Taney te@hurcc cea ce ie louse Carroll County Development Corp. 


MASSACHUSETTS 
Community industrial development organizations 


Total number—22 


Conmunity Vanie of organization 

NE I ONE sesisce gargs org oo ae Barrington Industrial Corp. 

i as actin dh mci ck ei Chicopee Industrial Building Corp. 

Ns siie ns ethics net rae ckccay nS geieeionied Dighton Industries. 

I ain a genie hapeeien cn mene tangata Gardner Industrial’ Foundation: 

Fall ‘River... -.....~..---------<455--=. Greater Fall River Development Corp 

POG in Some team oapeiofotel Maynard Industries. 

aN a a eit = Spots gicocichn lcd ene ies cal Greenfield. . Industrial Development 
Area Corp. . 

WiawetRt re Haverhill Industrial Foundation. 

NG. ccc nce keo ep igmnanaignnn Holyoke Regional Business Hever 
ment Corp, 

eomepeernnets 6 ot LP ee oe Lawrence Industrial: Corp. 

Nn aie New Industrial Plants Foeadene of 


Lowell, Inc. 
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MASSACHUSETTS—continued 


Community industrial development organizations—Continued 


Community . Name of organization 
Neéw Bedford___....__-- pb elbicg Fe ie Greater New Bedford Industrial 
7 . Foundation. 
Serene 2 i eo oe. Northampton Industrial Realty De- 
“ velopment Corp. 
North Adams_-____ Mare Soest: Northern Berkshire Development Corp. 
Be oo tab eb ie og Industrial Development 
b rp. 
Rais i ei. Southbridge Industrial Development 
s * Devel 
pencer Development Corp. 
Spencer_-—----------------------- r a Industries, Inc. 
NINN 3 OA ~ Springfield Area Development Corp. 
EI ae eer Taunton Industrial Development Corp. 
it ialintct ingitsbi an os chseszenamemcnalay ines pe theldh aeeb tale nae . Ware Industries, Inc. 
Winchendon.. 0 +...--- Winchendon Development Corp. 
ree ei es ol Westfield Development Corp. 
MICHIGAN 
Community industrial development organizations 
Total number—79 
Community Name. of organization 
ii is pets cea taciontee dios .. Adrian Industrial Development Corp. 
Aa Sable and: Oscoda... ...-_---._-_.-- Aus-Coda Development Corp. 
Baariemee ete nt Bad Axe Industrial Development Corp. 
nee NOE. oi eh eae Battle Creek Area Development Corp. 
ae Cnty iti cdi. oe _.... Bay City Development Corp. 
PONNONNO ie ee he Bellaire Industrial Development Corp. 
Be Se 0 ae ene Big Rapids Industrial Development 
Corp. 
I i ca a rica hd de cdi Blissfield Industrial Development 
Corp. 
Beyae Oley ios else... dasa EL Diacdint Boyne City Industrial Development 
; Corp. 
Benton Harbor__....-------- ......_.. Benton Harbor Industrial Develop- 
ot ment Corp. 
Byron... .__- aoe. Byron Industrial Development Corp. 
Cane seu onan Cadillac Industrial Development Corp. 
PS BEY TESCO ER RAL ep aR ee ae ee ee ie Caro Industrial Development Corp. 
RT cies ouieenanen Cass City Industrial Development 
Corp. 
Cassomoe:: oo _......-_. Cassopolis Industrial Development 
Corp. 
NE TI a cin caren gam ss lene Central Lake Industrial Development 
Corp. 
Charlevoix__—._._~- ae al Charlevoix Industrial Development 
: Corp. 
CN iain sing birt enti ge = ore teinkepiiinen Cheboygan Industrial Development 
rp. 
CO ie ie ne nktendl este mtcdicdedenten oe Coldwater Industrial Corp. 
FURRG......cesee Jinteniostunethcbaiiqimniniothieaise  OOFUREG Industrial Development 
Crosswell-s +50... ED AES _...--. Crosswell Industrial Development 
Corp. 
Dowagiac.__——~ a a a a Greater Dowagic Association. 
SOO iad eeelcai Durand Industrial Development Corp. 
East Jordan___._.__.-..-__----...----_. East Jordan Industrial Development 
G Corp. 
PUR PROG isk i th ei lane Elk Rapids Industrial Development 


Corp. 
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MICHIGAN—Ccontinued 


Community industrial development organizations—Continued 


Community Name of organization 

Es si ios. eo pc Elisworth' Industrial Development 
Corp. 

j SEL RESIST Benet) Smee eke e ey ee ees ..... Escanaba Industrial Development 
Corp. ' 

Pe. pe ee Frankfort Industrial | Development 
Corp. ' , 

IO. eee ee ae ce Gagetown Industrial Development 
Corp. 

Gap oo oe ere ... Gladstone: Industrial Development 
Corp. ; 

res TANUINS i ici eek Grand Rapids Industrial Corp. 

Harbor Beach _---.-~-----.--..... Harbor Beach Industrial Development: 
Corp. ' 

SUTIN. on. whnwniaes incnpaoeiphidade _... Harrison Industrial . Development 
Corp. 

ROTTIOTIO sl ie, hanincadnadeee'.> Harrisville Industrial Development 
Corp. 

Hastings____- ee US ia datiedan eek Hastings Industrial Development 
Corp. 

Waa ia. i ee ee) ee -.. Hillsdale County Development Corp. 

eer. aks ooh a Lad ati ae A: _... Homer Industrial Development’ Corp. 

Hudson___----------2--___.--i......._. Hudson Industrial Improvement. Corp. 

DRY: ORY... 6 cn bce ded Imlay City. Industrial _Development 
Corp. 

Iron Mountain____.-.-.-- saci aae anak ii Dickinson County Industrial Develop- 
ment Corp. 

Brew Miver.. 23 seoh spall cae Iron River Industrial Development 
Corp. 

Pre 3 5 ok st a. Ironwood Industrial’ Development 
Corp. 

pT Saciacssie bin'cat vaccinate spam Ithaca Industrial Development Corp. 

a ce faces and seein ceanlaetncecdal liad Jackson Area Industrial Development 
Corp. 

Kalkaska_______-______-._..__.._.__-_-___. Kalkaska . Industrial Development 
Corp. 

I sc iin piste btdinin coeliac ncae Lawrencé Industrial Development 
Corp. 

I nic cic shic osc aera entoms peace _ Lexington Industrial Development 
Corp. 

Pca teaccaccniiglisgrcinenin nites ns ebieetnthdnee Ss teeny enietiakot Lowell Industrial Development Corp. 

Ludington__._._.....__.__....._.__._...._.. Ludington Industrial Development 
Corp. 

IIIc he sorpn cia ap ei nbd ena indeandscesticpn beac Manistique Industrial Development 
Corp. 

Marshall_____-_- sted hi pipiens ahi od an olo!cncal nied Industrial Development 
Corp. 

eerie tk sitiea neta dn in-stent tanta Mayville Industrial Development 
Corp. 

I ani iene nee hihi al egies g teal Menominee Industrial Development 
Corp. 

I siti ctemnenigrettie tases piven to Gi eri cesthacns male Mesick Industrial Development Corp. 

TNO ai acinar nnrernces eines teaechhienih sinadhieranienl Millington Industrial) Development 
Corp. 

Morenci-_..-_~-~- Sia tomes ~.-....--.- Morenci Industrial Development, Corp. 

IG cater tnien ais ice chehcedh ie eae aN db edt Morley Industrial, Develpment Corp. 

Muskeron. 2 ak _... Greater Muskegon Industrial Founda- 
tion. 

Ri ied ser edie 8 Gu dpc eng sts tah snag tiled Olivet. Industrial Development Corp, 

CP sa siccccancs slabes Chena <ncalaiieecacdvauie Loic hechibvmeckied Ovid Industrial Development Corp. 

NO a ecivieinnitte nd ci ath lesends Steen _.. Owosso Industrial Development Corp: 

PG WE icivig th cmiersitia las deine abana .. Pentwater. Industrial ‘Development 


Corp. 








t 
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MICHIGAN—continued 


Community industrial development’ organizations—Continued 


Community + ' ' Name’ of organization 
Pigeom. os Oioih pip Pigeon, Industrial Development: Corp. 
" Piatige. wt fennel SW Pontiac Industrial Develpment Corp. 
Port Huron-Marysville_-_..__>__,---- The Industrial Development Corp. of 
aot es the Port Huron-Marysville Area. 
emer arrees  e Oe ee _. Presque Isle: County Industrial De- 
telopment Corp. 
ee Nee Boek a Reed City Industrial Development 
Corp. 
OAL eine on abe sly Sandusky. Industrial - Development 
Corp. 
Co ay ee eee ee Community Industrial . Development 
Corp. 
Penotawitie rk deat. co Seottville Industrial Development 
‘Corp. 
South Haven Industrial Fund, Inc. 
Crete ene Oe al .., South’ Haven Industrial Development 
Corp. 
Weis ee _.-... St. Louis. Industrial Development 
Corp. 
Bempionben sco eo i ee Stephenson Development Corp. 
, Sturgis Improvement Association. 
WOU EEE Gl betula Traverse City Industrial Develop- 
ment Corp, 
enverde Onltye. cow tek Union City. Industrial Development 
CU ee ek a ae oe es Corp. 
OR dF Vassar Industrial Development Corp. 
Vermontvilie.: 20:00 PEN Vérmontville Industrial Development 
Corp. 
eM toe se _-~-~.-L.._...... Yale Industrial Development Corp. 


MINNESOTA 
Community industrial development organizations 


Total numiber—109 


Community Nanie of organization 

Mae SONS oil du taslnw cat kpouise!:. Ue SRO OMSrIen, LHe. 

TT Jobs Buildings, Inc. 

ne _.. Alexandria Developers, Inc. 

Appleton_-_--—____ eiiiaiheadnaclcmrectabag Bact Appleton Business Association. 

INI cis Ee tila a acl a a _.. Atwater Development Association. 

tO cted adipic aac aA heii cota tar tote _..... Austin Development Corp. 
Pe ak i Pia Leila art tae Barnum Development Corp. 
ay RE RRR IS AP Battle Lake,Civic & Commerce 
' Industrial Development Committee. 

PES oe Sr lite Seem New Industries Committee. 

MR eye ee Ng Industrial Development Committee. 

IN ial ites ted in ci gtd eg _.. Bird Island Development Corp. 

Blackduck-____. fore tt, NeW Enterprise Committee. 

Blue: Earth._*_~----.__.-__.____._.. Blue Earth Industrial Service Co. 

Bainerd_ oo lt  Balilding: Brainerd, Inc. 

I sn a tg Breckenridge Industrial Development 
Corp. 

Cathnbridge____-_ BA ae .......... Gambridge Business Development 

’ Corp. 

Cannon Falls___--__.-___---_____-_... New Industry Committee of the 
Cannon Falls Commercial Club. 

Cass!:Lake____-_--_-__..-__-__._____. Industrial Development Committee. 

Rc i a Greater Chaska, Ine. 

RO ccd ee cE Community Development 
Organization. 

Se ON le eR aL a Business Development Committee. 
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MINNEsSOTA—continued 


Community industrial development organizations—Continued 


Community Name of organization z 

Salih atte choot nian New Industries Committee Cokato 
Association. ; 

Crookston__ hl ahi S orale indie tage emibaniees Crookston: Jobs, Ine. 

Oneeiercd alain donk eet ete etaskeent Area Development Committee. 

Delano. _-.--- = alah candle da ateltaah tana hee Delano Industrial eee! 8 Inc. 

Detroit Lakes_........--- i aah ara Naas _. Detroit Lakes Development Gorp.- .» 

Dodge Center_______.------- seinen __. Dodge Center Industries, [ne. :; 

i Tk i ct Sis einen. —— Elk River Associated Investors.” , 

PR i ss Srercch leap oe on aes as Industries, Inc. ' 

Palriasicccc. su a tabi tie lca | ed dh lenin beetegoelil _.Faiffax. Developmeit Committee. 

Wairmepts:. ss sic0es ee phigh Renlinnch . Fairmont.New Industries C ominittee. 

POTION Gina onan Roeser aes _ Faribault Industrial Corp. 

Parmithiatoba 605 ~saceatip nk teenie teui Industrial Development Association, 

Preracie Pg icc ehsalnenhisss nics samight—en Fergus Falls Industrial Corp. 8 

Poteet: Tie ot ade iicawadn, ieee: _ Greater’ Forest Lake Association: » © 

VORWCOR esi ed el tg el fee speared Fosston Business Development 
Association. 

Fridley___..-- -- -/-.-----s-----__--_-.. Fridley Industrial Development Carp. 

OE i ig Soc caileade bile keep high cheats e Glencoe Development! Association, Ine: 

Cobelli rl oa clnicg hisic end entboentne . Business Development of Graceville. « 

Granite: Walle! si coi gl cdl ent des Granite Falls Jobs & Industries 

isn hai ie iceainel icaassh aires Reames Hayfield Development Council. 

hubbard County: «+. oss eset Hubbard County ‘Rural, Developmént 
Committee. 

a asin i it dah ce arial gain picnic Industrial Committee. 

IO a oa cs ceniliedh mati diamant teiihall eaten lnlboet Jackson: Industries, Ine. 

Pe a en tic enh erencid in gisdhsblitentai nian Kenyon Development Corp. 

DI I i oa ccs act ss ern eae i Lavtlacele Kerkhéven Development Committee. 

EO GO i state tel ssid easels at ht ated Lafayette Industries, Ine. 

LARO OO EG eink iediins emis eeetiewed Industrial Development Committee of 
Laké County. 

TN ascii Se inicio pee otal center Lewiston Industrial Development As- 
sociation. 

EO WISV EO tidied eke The Lewisville Business & Research 
Development Committee. ' 

NE isch pe cinta cal ga beetaveen nile Geeta uber Litchfiéld Industries, Inc. 

TO ie ili achicha red cacehes tata conk Luverne Business Dev. elopment Organ- 
ization. 

MN asc islet heel libs ict alah Mankato Area Promotions, Ine. 

DEOPAROEL nos ecininpineemeue sisi sn lig i Marshall Industries Foundations 

I aii a ces dati nian ween ae heen doe McGregor Development Corp, 

PTOI a ces pcg ce tin withing Hip Minneapolis Aréa Development Corp. 

NCO a sein cn ea faba stop on eed ta Sm Montevideo Development Corp. 

SEO INORT a oigsiet ee paaamnie tae Jobs &. Building, Inc. 

ROOTED os oe nik acetic tee nirenedieties ce The Greater Moorhead Development 
Corp. 

OGTR ii dic tesieeriensbiipahieh ty cri nana ai Mase Mountain Lake Industrial Committee. 

Pe | can eT acre Community Industrial Development 
Corp. 

RC ce cities aliasing ileal acta i Nevis Development Association. 

UR OI aicecerea sh eiienncrehdonsubinlaniidibana css New Prague Development Committee. 

INOW: ICDIR OG oa ied New Richland Development. Corp. 

FR I cian ah hai cast es hen pn i ci hh Nn ca New Ulm Industries, Inc. 

INGW: LOR BEM ci cisithen ete iennde es Industrial Development, Inc., of New 
York Mills. 

OI asic. tree sencelnt rentrniniesnsancisehanairineniaaipae Northfield Development Corp. 

eh fii series tienen dich jrea entices nes alan et Olivia Development Corp. 

CRs Ee cee katlalenacns Orone Development Corp. 

pee t ie... ieee... ee A Ortonville Civic & Commerce Business 


Research Conimittee. 
ig oh otto ei Osakis Jobs, Ine. 
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, MINNESOTA~——continued 
‘Community industrial development o+ganizations—Continued 
; Community . . Name of organization 
Ovatonna__-_-_ S crmmapiavisldoncisipaperneneytebaapre iamiatase Ovatonna Industrial Development 
. We Committee: 
Park Rapides... <5 ss. Thdustries for Park Rapids, Inc..: 
, More Jobs for Park Rapids Area 
etic atiescedsepsioceeetienngeralenstomineent gem anks Perham Chamber of Commerce. 
ST TI nrticie-ctestgliecs tae ch lopedp-dnercienihoneeniaracas Pine ‘City ‘Development Co. 
RN ee ee Pipestone Industries, Inc. 
Plainview.._..._- Seaidnss fecsinel checieat ee Plainview ‘Enterprise. Development 
+e Corp. 
ER Leena eres coivininnqrenteenign hie eaeenpeiiie Princeton Development Corp. 
PI I hf a las labeled iia eel as ines Red’ Wing: Industrial Development 
Corp. ' 
Redwood Falls__....-.--_-__ ENA SEE Redwood Industries, Inc. 
SaaS JES LA eRe, RO ae” AO PU Industrial Opportunities, Inc. 
SeUentora S| oo alas echoes Rushford Business Development Corp. 
Rn OR Sacred Heart Building Corp. 
ee ee St: Cloud Opportunities. 
a RIAD on geet ate CU ete a St. James Industries Foundation. 
St Peters. Lehpahiedsive pildsbaaceettty-acis St. Peter Industries Foundation. 
ns St ims Sauk ‘Centre Industries, Inc. 
a lp chr co one mentee Limit Products, Inc. 
Bouth St. - Paola. - sts. Business Development Committee. 
ee, Vemee ee Spring Valley Area Development 
Corp. 
, Springfield.__-____ laa et ae faces seep renpeselrnis Springfield Business & Industrial De- 


velopment. Committee. 


Business & Industrial Development 
Committee 


| Stillwater Development Corp. 
Thief River Wallgiu. Thief River Falls Jobs, Inc. 
I a retinas aloe hot nied sli toaeeiniildate Tracy Enterprises, Inc. 
NTE ei eile en te Truman Business & Industrial Devel- 
opment Committee. 
PO ecules oe es i ee New Industry Committee. 
PE lr ee ee ey Virginia Chamber of Commerce Indus- 
trial Committee. 
MUI cscs oa a Re Wabasha Industries, Inc. 
PS i al hes aah ea ee ahi siaisiicicadees Waconia Improvement Association, 
Ine. 
ns aha = Wadena Industrial Corp. 
a a aie asgeestpenee Walkerites Associated. 
oe, PAD ETa AE eh  CE  S eC Wells Development Corp. 
With Deer TOMO Wee Bear Lake Area Development 
rp. 
Tn ac as epithe inbewendnregdhesdler coerce this Willmar Industries, Inc. 
Naa ill a nt al owe Industrial Development Committee. 
RT ee a gs ates Winnebago: Development Co. 
NT ene es Winona Industrial Development Asso- 
ciation. 
Ne ne i  wchatiise Worthington Industries, Inc. 
Nh a iced acel hasshelieintvhs elias pebipnietapeancsties Zumbrota Development Corp. 
MISSISSIPPI 
Community industrial development organizations 
Total number—9 
Community Name of organization 
GOs Bis el Greenville. Industrial Development 
Council. 
I, ccietitis nsteeccrictllh bs nn litte tonal leben soy Industrial Development Corporation 
of Greater Jackson. 
ONES COU oes ccekiccentdantonnn Pontotoc County Development Foun- 


dation. 





} 
: 
: 


| 
| 
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MISSISSIPPI—continued 
Community industrial development organizations—Continued 


Community Name of organization ' 
Mcneteneicrcces last. oe eee thn aceasta! Community Development Foundation. ' 
TN nace ha sll le eek Chickasaw County Development Foun- 
dation. 

a cicthciuria eben cia acti lela wieaiinbon ioe sa tibia ta Yazoo County Industrial Development 
Corp. 

Greenwood-Le Flore... -. Industrial Development Corp. 

POPER RO oon siccimnn congenic ccelomen= Jackson, County Industrial Develop- , 
ment Foundation. 

WY. I a aia etree teers tess Union County Development Founda-. 
tion. 

MISSOURI 


Community industrial development organizations 


Total number—149 


Community Name of organization 
i i iad catia ged Adrian Development Corp. 
ADORE oo sists jb ct thebeats Industrial Development Corp. 
ASCO ONO 8b Sidi dbditined diheentha. Industrial Dévelopment Corp. 
Ai GrenOasiusieooll ieee weet Ash Grove Industrial Development 
Corp. 
BG 22) ele peel eet ies" Ava Industrial Development Corp. 
iio eo ee ee Belle Builders 
Dele. a ioouilaloel hese Bernie Development Corp, 
Bethiny oe sep aligg dtl tie et Bethany Industrial Development Corp: 
Weis fa ee Se ek. Bolivar Industrial Development:Corp. 
Pane. eek nkcn nda hale. Booneville Industrial Corp. 
Bouse. 606. 2 eg va tess Industrial Developmént Corp. 


ment Co., Inc. 
Bowling Green Building Corp. 


Bowling Green Industrial Develop- 
Bewhneg Greets s. 62. Jee Sah 


Branson-Hollister__.__..--=.--.-.---~_- Branson-Hollister Industrial Develop- 
ment Corp. 

DRSFIE cc idban ddd gcdibmdddscigion Industrial, Development Corp. 

Bekele. <<. es Nee ee Brookfield Industrial _ Development 
Corp 

Sih Ris eddie Buffalo Industrial Development Corp. 

aS Ae Oe rE Butler Industrial Development Corp. 

Caen 3 2e i eS ates coemories Cabool-Development Corp. 

Ce ee oe ee California Industrial Development 
Corp. 

Cementet oie nit seco cnenent= Camdenton Industrial Development 
Corp. 

AI sdang nissan artes apse each ee lec eater Cameron Industrial Development 
Corp. 

Oape Girardeegn.o. e Community Industrial. Development 
Corp. 

COE PR oie deepiceimnnlceninerebeeses Carl Junction Industrial Development 
Corp. 

UU a teas scab or ceteiennal oh aeesicarposesolan Carroliton Development Company 

I icin erent enced ae cine Carthage Industrial Development 
Corp. 

EE GEO FENN ia 5 cee to erect ere mining Caruthersville Industrial Development 
Corp. 

CE cinitnet eesaitcntindanta aimee comic eidetbice Cassville Industrial Development 
Corp. 

NI oceensstaseree incives iacnbinccrticen acchimandialideiiaibins Centralia Industrial Development 
Corp. 

CR ii ercininjiantnsnsacinh tention aighiemeenighcgiinlanseve . Chaffee Industrial Development Asso- 


ciation 
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MIssouRI—continued 


Community. industrial development organizdtions—Continued 


Community © Name.of organization 
Ca i ao ieteicillinc to sicbe nnd “—. Industrial Development 
. ; a. 
Ta cai ea toce ida diwaaney Be ‘Chillicothe Industrial Development 
Corp. 
SRR OSES Se a Fah ie al Clinton: Industrial Development Corp. 
Columbia... -...... Ly beatles allt sellin dee Columbia Industrial Development 
Corp. 
ORR COTOIR treet pe iennaae Concordia Industrial Development Co. 
Crocker Industria] Corp. 
Crocker ea eet ee hy eee { Onvcher Industrial Building Corp. 
IN RRS alee Soi ae cat aca ks Cuba Development Co. 
ea atten enemies De,Soto Industrial Development Corp. 
Dexroer. i. ead oa eee oe th a ea Dexter Development Corp. 
Co a _---- Dixon Factories, Inc. 
BORNE © POO an eee tes East Prairie Business Men’s Associa- 
tion, .Inc. 
ke a Eo ad Marshfield Development Corp. 
mi Dorado: Springs. -: .:2- 44 .----L.~.-. do 
IRAE Stell HALEN RO An IE Sat Ellington Industries, Inc. 
PE oc no betabiica nes Farmington Expansion Corp. 
kn oan i ee ee tt ts Howard. County Development Corp. 
Wang. S Sear uae eee tases Fulton Industrial Development ‘Corp. 
Nee en ae cic Gallatin Industrial Development Corp. 
enenoene se eee ode The Gasconade Industrial Develop- 
ment ‘Corp, 
Raabe COE hens Industrial Development Corp. 
Fea eee a a. Granby: Development Corp. 
Cena i a eet et — Industrial Development 
,Orp. 
Rn ce Hamilton Development Corp. 
BEN tse tos Hannibal Industrial Development Co. 
UIT EIN io ace inch ated ee dye we Harrisonville: Civic. Association, Inc. 
Biermann sa! eG es ee oo ss The Hermann Industrial Develop 
ment Corp. 
I cng canlinbhsitg caldera Higginsville Development Co. 
PRON gs eee ails ls seuitene Holden Industrial Committee 
Houston___-_—- a te TEP ek Houston, Development Co. 
MO tiene cares al eid cs hn aS entire rege tency Illmo Development Corp. 
Intlependenee.. . i. 5 ee ee Independence Area Development Corp. 
iia iad sini partie pln dp erie aia Irondale Industrial Development Corp. 
SEOTROD Clb Firkin cic etki nencie Capital City Industrial Corp. 
IN bisa sn Css righanebtieh mainibivuiipigiehbindem, Joplin Industrial Development Corp, 
III nicl iceseieh pete ats di-cs tein ene a areal ee een inal Kahoka Industrial Development Or- 
ganization, Inc. 
TI ais eda coche seeinegebltin eiemnenieel feted vienleplaiadhiprcnieel Kennett Development Corp. 
TOI ha oh Bd ce wa lieesneetdsininee Kirksville Industrial Development 
Corp. 
I 8 rh a Lebanon Industrial Corp. 
Eig 6 mG ee, Lee’s Summit Industrials 
NN i sic cieereh icles etic inten Lexington Industrial Development 
Corp. 
MN ih i eg Lilbourn Industrial Corp. 
a a a a lll al si Licking Development Corp. 
TRIN bh di lesiasacbsebeincinialeetaphatnaibtasehinsirshevdenecbiibaigsneions Linn Industrial Development Corp. 
ESSE 20 Te ee ee SS a Louisiana Industrial Development 
Corp. 
PI il cla et heats nl ep tilalaasingsin Macon Industrial Development Corp. 
PIN oA peta ih on cc lon eands casio penmmendiiiomiarcren Malden Industrial Commission. 
Tc tes Mansfield Industrial Development 
Corp. 
Te ee ng Marshall Industrial Development 


Corp. 
I ii hs ecpimetignremmmmsias . Marshfield Development Corp. 
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MISsOURI—continued: 


Community industrial development organizations—Continued 


Community Name of organization 
Were ok keh a... Industrial Development Corp. c 
WO ss. hee nisl cele Memphis Industrial Development Corp. 
eR i i eis Lali ee. Mexico Industrial Corp. 
Mees i iiebii tebe bi eae Moberly Development Co. 
OCRNOET 6 iio ci ect n nen nnhaoseS Montgomery Industrial Corp. 
OPA ited sec capetlbot in Morrison Industrial Development Corp. 
TORTI cite ek Mound City Industrial Development 
rp. 
Mowmitain Gro weicccs ies Ueceniings—— Mountain Grove Industrial ' Develop- 
ment Association 
Wien Vat belinda esther. Industrial. Development Corp.. 
RIN has it scala acneenecenceadh bdemeen Neosho Indsutrial Development Corp. 
TRG gta 3 tiie latnttiodn amin bingiia. Nevada Industrial Development :Corp. 
TRO sisi ced coals tiemsiarinsdoo Newburg Development, Co. 
PO TR icin thei iadinctnie denen sti New Madrid Development Co., Ine. 
DUST csi yt preter Selina ie ones Norborne Development: Co. 
Wordle Riameae, C16 cicadas eeu North Kansas City Development Co. 
OI lik. a inl inaclagilinl si cbngini Ac cticanapnantsn eluisl ahes Odessa Development Co., Inc. 
IN ie! is ncn bahia Usnisiceci bola dented heen hig Soka Owensville Industrial Corp. 
PI sciatica ttt decease tnimaipalneggb Industrial Development-Corp. 
ca Nl Lae Platte County Development Associa- 
tion 
TI 52 cgis seater eetianen innate Aisa The Parma Industrial Committee 
RCI on ical cece dere ntencnaet recta ete Pattonsburg Industrial Develepment 
Corp. 
POT Ginette ichndiecttnicntiadlatinainelen Perryville Development Corp. 
IIE ethos cet es sel seit ieee elon Industrial Development Corp. 
Pineville. enna od planah ethan Uniais Pineville Industrial Corp. 
Domina Dia oii cians aeenbis Poplar Bluff Industries, Inc. 
POPERIT in sinciietsncinw cic cicctcienen Portageville Development Corp. 
Us iai ai aah ens acerca ere Puxico Industrial Development Corp. 
Wiichy SRR scat a BO ek earlieiat ales Rich Hill Development Co. 
Wea ai i ah Richland. Development Corp. 
Re ie Oe al. Sie aes Rolla Industries, Inc. 
re, a iid etc babe cheibaeolete's St. Joseph Industrial Development 
Corp. 
I iia ia sien certo baanlaahccnhttenccepaaaecaetle _. Salem Industrial Building Corp. 
ii cities tdineticaiidicaeelececokiiceskall _.. Salisbury Development Co. 
I iain dace tindentarbidinss nic peigte nit aula Sareoxie Industrial Co. 
WOOT pn cce telco aceeuee ee Senath Industrial Development Com- 
mission 
Seymour-___--.------.-.------.-.-...._.. The Seymour Industrial Development 
Corp: 
I ice wats/ehen talents thins acct Astnegiartanihigioe aes Sikeston Industrial Development Co. 
I clei a lerasapripeeectomsnlisnteiininlltaadbmicoaenione Slater Development Corp. 
SD in tintin el inten mnie mck inl he ee ne Industrial Development of Springfield 
erent aeiateslenle named Stanberry Development Corp. 
Ohno le ae ere teeta Steele Factory Committee 
oh as re Thayer Development Co., Ine: 
INE a Saece st vrnien, Svc estshaeteeahas stench Tipton Realty Co. 
I Scineisieilndesiiseh tite tedspiiailnictmenis eames Troy Realty Co. 
Pha rercias ta nieentnsictansrtelteteidactcdian epee enaee Union Development. Corp. 
nee ane ae ee Unionville Industrial Development 
Corp. 
Va a Liha __.... Vandalia Industrial & Development 
Corp. 
Warrenenere oo ees Warrensburg Industrial Development 
Corp. 
ra a Se Warrenton Development Co. 
Wren Se aig Washington Civic Industrial Corp. 
I ED ica: skichseintetinc i cestraeiadeacl te oudenbs a its Webb City Factory Holding Corp. 
Went) Prete. Ride li at le West Plains Development Corp. — 


Willow Springs____-_- ee ees ae ee Willow Springs Development Corp. 
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MiIssoURI—Ccontinued - 


Community industrial development organizations—Continued 


Community Name of organization 
Winona..uosn cul at ieeih bal hai lisiiilS hiiblah eins Winona Industrial.Deveopment Corp. 
Ci iasuise dete adele | Carter Industrial Corp. 
eneewne.. 2... steele Steelville Enterprises, Inc. 

Meee Fae ot ie li United Commercial Co. of Rich Hill, 
Ine. 
SOMNRu cu el selec ae, Sedalia Improvement Association, Inc. 
Ae ee ly Bell. City Industrial Development 
Corp. 
Brunswick__)_.2__...__._._.......-__.. Brunswick Development Co. 
Canton_ cee ibcbea asians nis ot a eA ERAN” PERS on Canton Development, Inc. 
DUO POM he ie roe a ee ed New Haven Industrial Development 
Corp: 
St. Louis Chamber of Commerce In- 
St.’ Louis dustrial Park Corp. 


St.. Louis Chamber of. Commerce In- 
dustrial Development Corp. 


‘Windsor:--___- Ne hscrestaiet tage eee Lt a IAC Windsor Development Corp. 
NT a aan ee ee eens Elsberry Industrial Development 
Corp. 

tiered tere tien oe elguests Jackson Industrial Development Corp. 

EIR NaI SLE TR ASS SS East Perry Development Association 

ie tt ial meee Teak Jonesburg Enterprise, Inc. 

eae et ee a Joplin-Southern. Corp. 

MOI een Ae Marceline Development Corp. 

BR et ial ee .... Ciyie Industrial Association. 
MONTANA 


Community Industrial Development Organizations 


Total number—3 


Community Name of organization 
I reich inch thbdndidh Uihihdphoben te kabeiiiatalalingoens Havre Development Co. 
Us cae at ea eee ol Flathead Development Committee, 
Ine. 
a ee 5 ARN De be a! . Whitefish Development Co., Inc. 


NEBRASKA 


Communities with industrial development organtfzations 


Total number—33 eT 
Community Name of organization 
aid ahha aaah ate te ah nad See Albion Industrial Development Corp. 
I aint i ial th innit cgi pamela . Alliance Development Corp. 
i it ash Bin tea cE ta Lincoln Industrial Development Corp. 
TN iii a lead tail S iaias ep ipla tibeagiiprinbib inion Beatrice Development Corp. 
a a el Blair Industrial Development Corp. 
NN i issue osreb nll ne Bridgeport Industrial Corp. 
key ____.. Chadron Industrial Development Com- 
mittee. 
CeteGNUs {2 nas cc a tanec ssercdbeis'baus' SMCS, ENC. 
I ig ata a hi Si el nea Bas Cozad Industrial Development Corp. 
One ane bialaas Crete Industries, Inc. 
a cL a ke Fairbury Industrial Development 
Corp. 
Falls City... ._.- eee eee nee -u--.---- Falls City Improvement Corp. 
TE stale ca Fremont Industries, Inc. 
Gi ibiod > wacctutemilavne bua nidsien _... Gering Industrial Development Corp. 
Gothenburg_______-__.._____._____.___.. Gothenburg Industrial Development 
Corp. 
Grand {Island ..5... .<....- dtl aes Grand Island Industrial Foundation. 


I italia i hh ace Malad thre Aina adie Hastings Corp. 
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NEBRASKA—continued 


Community industrial development organizations—Continued 


Community 
Holdrege__—_-_--- oo eae i Le uaa 


BOGE a at 
a a ee 
PIOROORES. CHF ok ocean ce cskisete se 
i a a ee 
ID I co raced ican og nce etaces ea eae 
a rats barnes iain tase stn hata tartan libababiameed 


Name of organization 
Holdrege Industrial and Development 
Corp. 
Imperial 
Corp. 
Greater Kearney Corp. 
Lincoln Industrial Development Corp. 
McCook, Corp. 
Minden Industrial Corp. 
Nebraska City Industries, Inc. 
Greater Norfolk Corp. 
North Platte Development Corp. 
Oakland Industrial Development Corp. 
Omaha Industrial Foundation. 
Scotts Bluff. Industrial. Development 
Corp. 


Industpial Development 


SII ich ins ens svc slsrotis savin in ts shy gind desea Sidney Industrial Development Corp. 
a pean searing mead Sicha baie Wahoo Industries, Inc. 
I aii sisi in ee aie gemini aemalpadit Wayne Industries, Inc. ! 
Foo hatin do seddndnienaaniucie aa settem bares York’ Industries, Inc. ie 
NEVADA 
Community industrial development organizations ‘ 


Total number—1 


Community 
i NG tiakiciinriamnziet 


Name of organization 


Southern Nevada Industrial Founda- 
tion. 


NEW HAMPSHIRE 


Community industrial development organizations 


Total humber—29 


Community 


I ous i Eoeinieesnnt eameecdmmnng ail etadians 
RI i. wh ininacetnee nie ace taeainaniions a a 


a a cneach a ennai aetna Wa aahesio 
We... «<n sippigabanindnls ickeline aches nines 
TR sis eek aaeciett 
TING i on mseccs ges te rhmchnnbtin enn pee a 


Lebanon-__-—----- 


Lisbon a eee el ele 
Manchester. _--~--- i ae ele ele 

Nashua_-_-_- cemcicin eticchtiaaienaicaeedtiicianaedenlianeoe 
OIE nine mpahhn ang aintms 
Newport......-.--.--....-..--.----=.--- 
Plymouth___-~------------------------ 


Portsmouth___-~-- 


Name of organization 


Berlin Industrial Realty Corp. 

Claremont Industrial Parks, Inc. 

Concord Regional Development Corp. 

New Hampshire Business Development 
Corp. 

Conway Industrial Development Corp. 

Derry Industrial Development Corp. 

Dover Development Corp. 

Exeter Industrial Development Corp. 

Franklin Developments, Inc. 

Franklin Savings Bank 

Farmington Industrial Development 
Corp. 

Greenville Development Corp. 

Hillsboro Industries, Ine. 

Keene Development Co. 

Laconia Industrial Development: Co., 
Ine. 

Lebanon Industrial Development As- 
sociation. 

Lisbon Development Co., Ine. 

Amoskeag Industries, Inc. 

Nashua-New Hampshire Foundation’ 

Newmarket Industrial Associates, Inc. 

Newport Industries, Ine. 

Plymouth Industrial 


Development " 
Corp. 


. Chamber of Commerce 
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NEW HAMPSHIRE—Ccontinued 


Community industrial, development organizations—Continued 


Community , . Name of organization 
Raymond tt atin ites tere neo pee Nius i . Raymond. Industrial Associates 
RU pikmin eens cin corse heeds ate Gréater Rochester Development Corp. 
hs. i dane liSial.~ Sunapee Corp. 
I ge ae 8 Tilton-Northfield - Development ‘Asso- 

ciation 

PDO ihiclaesk hla is ieee dk seieciei ene’ Whitefield Industrial Corp. 
To csies haan pbs p dm hlgstitadiale mani Woodsville Area Industries, Ince. 


NEW JERSEY 
Community industrial: development organizations 


The New Jersey Department, of Conservation and Economic Development re- 
, ports that there are no incorporated (private) community groups in New Jersey 
that have capital funds for investment in industrial development. 

A. recently’ enacted law, however, authorizes the establishment of local 
business development corporations in the State. 


NEW MEXICO 
Community industrial development organizations 
Total number—1 


Community Name of organization 
Alamogordo._....- .--.------------- Alamagordo Industrial Development Corp. 


NEW YORK 
Community. industrial development organizations 


Total number—53 


Community Name of organization 
ine... aria hse eG ee Industries for Amsterdam, Inc. 
I Did dosetiannceeicanin sit A dp bo cneplhe panes aeon Antwerp Development Corp. 

a a erat Industrial Development Foundation of 
Auburn, Inc. 

ee a a dane New Industries for Binghamton, Inc. 

DE eer ee ee Rockland Industrial Center, Inc. 

OE ne aac os gw pe hat ncnteer ea Bolivar Industrial Development Corp. 

UOC a ad al meester hae anthieninn ol Canandaigua. Industrial Development 
Corp. 

eo i eae Catskill Industrial. Development Co., 
Ine. 

Nee enn oe le bleteeemioaedl Cohoes Industrial Terminal, Ine. 

UI ate stele sg atcend ae ied hecn'ne nie ed Cortland County Industrial Develop- 
ment Co,, Inc., 

esac estes pn Seid Dolgeville Realty Corp. 


Elmira-Corning Industrial Develop- 
ment, Ine. 
IR no Elmira: Association of Community In- 
dustrial Development Council. 
Elmira. Enterprises, Inc. 


SN aint mets agi steascn en onsnctmeen aoe sc Fort. Plain-Nelliston Industrial and 
Development Corp. 

NN a sate ieseeneeenah mammoth Long Island Association. 

ies ct eniniatrumion dtc Grima sie Garnerville Holding Co., Inc. 

Na terme tenin nents nmap crmneia Geneva Industrial, Inc. 

GhowsssTille..-..... ane cnn en neces e=s Fulton County Community Develop- 
ment Corp. 

NE TINT oe ingest reer mmernantincinae Hoosick Falls Committee for Industry, 
Ine. 

hdres eng cteasininsinainy ennai Hornell Enterprises, Ine. 

{Horseheads Industrial Center. 

Horseheads. .............-. none so a: Poa Industrial Development 

Corp. 
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NEW YORK—continued 


Community industrial development organizations—Continued 


Community Name of organization 
BN ia sa dice acted Sh eeasibipdastiel ood t hi Industries for Columbia County, Inc. 
TON as hac ee nr ea cee anne eelararanee Ithaca Eaterprise, Ine. 
| an en a eee Jamestown Area Development Corp. 
) POU i etn ene Sena Fulton County Community Develop- 
|. ment Corp. 
i Kinderhook______-__- Oe ea ak pele sae Industries for Columbia County, Inc. 
Tae er eet sear et ier eae Kingston. Industrial Development 
Corp. ' : 
Ae CORN oe ec CB ee ean Federated Communities, Inc. 
NN 5s eco he ae ea Liberty Industries Development Corp. 
Manchester-Shortsville__-.~_.--_--.4---- Twin Cities Development: Corp. 
ie oe ee ere a eet a lent geteas General Industrial Development Corp. 
Tee ae a eS cence Middletown Community Development 
Corp. 
ne ee La pleads Orange County Industrial Site Place- 
ment Service, Inc. 
I ee ee es Wallkill ‘Valley Industrial Develop- , 
i ment Association 8 
| Siete DS Monticello Industrial Development a 
Corp. ’ 
a icreihiatinsinnnients ante areeinimar ees Mount..Kiseo Project Corp. 
DRM UU  eenteeeet Greater Newburgh Industrial Develop- 
ment Corp a 
Waw Mectene.. 3 oe Civic and Community Association be 
PEN ecrctetcvsnipiscgeensh ninindpche byline angen Chenango County Industrial Fund, Inc. 
Cede 2 ie ee aia Olean Development Corp. by 
tg i nies Oneida Area Industrial Development 
Fund, Inc. 
Fn aie ERE ALD Ae SARS ERR FS Tee? SEEN Operation Oswego, Inc: 
Piattatiurgn vi a A eas, New Industries for Plattsburgh, Inc. 
Pent. Jeteie oo i a aes = Jervis Community Development, 4 
ne. 
eee ee at bee Rochester Industrial.Terminal Corp. 
Saranac Lake.---.----------- i eclehit aed Saranac Lake Industrial Development 4 
Realty Corp. 
Schenettaty~ 2/2 a ene Schenectady Industrial Development ; 
Corp 
Ce ee eee Utica I Industrial Corp. 
Vente). ccc i a ates mL st asi New Industries for Vestal, Inc. ‘4 
Wee co te endieeneeeees Walton Industrial Development, Inc. ag 
Wargaw.,---- 2-3. nn ase aae WwW a Community Dev elopment Co., , 
| ne 
Watertowill...'. 2-2. onan Jefferson County Development Corp. 
Waverlyssn senseless cei nena Valley Economic Developmént Associa- . 
tion, Inc. 
‘Whitehall_....._--_.:_-.....--,.-- 7---- Home Town Improvement Corp. 
NORTH CAROLINA 
Community Industrial Development Organizations 
Total number—70 
BOGE hs ntipniind nin ogc dane Ahoskie Development: Corp. 
DI iin hoses saga natin oedionhinioains Stanly County Development. Corp. 
DI cade etencisercein thd ann einen ann Angier Development Co. 4 
Burlington_.-._.... .------+--4+.---~--- p< aan Industrial . Development |— : 
orp. 
ison oe ee een panies Chadbourn Development Corp. ; 
CT isin ia bcos ihn inetiiintivinniicine Aeianee hepa tinted oe Community Development 
orp. 
pire n enlace behead cinerea Clinton Development Corp. @ 
ais cicedacicscctnispacinnninndtepmanin inate Dobson Realty Co. | 
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NORTH CAROLINA—Continued 


Community industrial development organizations—Continued 


Community 
Dene...,.--—--- pte rqeneperieeseininn= 


NN I aa S08 tanteccten bine ahhinetcian sams 
Garland... in a A Ea a RN 


ORM 46 qme enone pleciinicthnmas 
ils 


IE ic icincicttisescstia nhs cin ely enlnenibiticibinjeoasasee 
MO oo nin incnenisinnsseniicnsensinimmdeeagiileaniaiinmnts 
I issn 3). easdachits lade nigstmermabbnninbloominsos 


I a ois nw no tape bs aah tate Gmenectnene 
ee TR ici hme aeemiabamaees 


NO aon sea Ee leek ect saciid mies 


TNE SATE EE OES. NL ER 
Be8 BER is ct nann sec suecstos- 
a cash itl la sha hs 


Rockingham. Losses i gkaies 
DIO sia lca ae 


EE edie ica eeineb idermrrcritineln te ne iperh ani 
ee GO pacer inn epdeeeninrhtninmetione me 
SI oak ores cccaiign tires -aibentnsoh ein npn baienecniae 
NT a at etic il al amici imal me 


(bade SERS: verses a rn leave teal 
TOP CIEE he ene neers Gonnentteer= 


Name of organization 

Dunn Investors, Inc. 

Durham Committee of 100. 

Albemarle Industries, Inc. 

Elizabethtown Development Corp. 

Edenton Development Corp. 

Fairmont Development Corp. 

Farmville Economic Council, Inc. 

Fayetteville Area Industrial Develop- 
ment Corp. 

The Forest City Co., Ine. 

Garland Development Corp. 

Gastonia Industrial Realty Corp. 

Goldsboro Industries; Inc. 

Greenville Industries, Inc. 

Hamlet Industrial. Development Corp. 

Hickory Development Corp. 

Agricultural and Industrial Commis- 
sion for Orange County. 

Ashe County Development Corp. 

Kernersville Industrial Development 
Corp. 

Kinston Development Corp. 

Lexington Industrial Corp. 

Lillington. Industrial Development 
Co., Inc. 

Lincoln.County Development Corp. 

Littleton.Development Corp. 

Lumberton Development Co. 

Marshville Development Corp. 

Maxton Development Corp. 

Middlesex: Development Corp. 

Mocksville Development Corp. 

Union County Industrial Development 
Commission. 

Mooresville Development Corp. 

Mount. Holly Industrial Development 
Corp. 
Nashville 
Corp. 

New Bern Industries, Inc. 

Wilkes County Industrial 
ment. Corp. 

Oxford Future Industries. 

Pittsboro Development Corp. 

Raleigh Industrial Building Corp. 

Red Springs Development Corp. 

Reidsville Development Corp. 

Rich Square Improvement Corp. 

Robbins Development Corp. 

Industrial Development Corp. 

Rocky Mount Industrial Development 
Corp. 

Roxboro Development Corp. 

Salemburg Industrial Council. 

Shelby Industrial Development, Inc. 

Spring Hope Development Co. 

Smithfield Development Corp. 

Smithfield Industrial Development 
Corp. 

Jackson County Industries, Inc. 

Tabor Industrial Development Enter- 
prises, Inc. 


Industrial Development 


Develop- 
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NORTH CAROLINA—Continued 


Community industrial development organizations—Continued 


Community Name of organization 

iii irsswcniite tei vnlgs nigel ae Alexander Development Corp. 

A le hen ec cation sa coon wrong agate oO Valdese Industrial Development 
Board, Inc. 

re iii dda eereniiieninsate Anson Industrial Corp. 

Wake Forest____._---_- OF cet te eae re he Wake Forest Industrial Corp. 

Se railcars Warren County Development.Co. 

PE aig ras She tsa sped sas an Sewn epee Duplin County Industrial Council. 

I a Washington Industrial Development 
Corp. 

Waxhaw__.__._._- eet eae eee ee _ Waxhaw Development . Corp. 

TRI i vmectceeten a ead oe cee te pee iedet meets Haywood Industrial’. Development ’ 
Corp. : 

We EEEDO in pve ce mal sane inne acer Industrial Development Corp. 

Fa ei aa ae tsan ngs ate cee eile eta Wingate Development Corp, 


NORTH DAKOTA 
Community industrial development organizations 


Total. number—11 


Community Name. of organization 
PORTO oii ctcineicndiddastesses eden anciowen Bismarck Industries, Inc. 
Devt bth ic sainthad npn! Devils Lake Community Development 
Corp. 
WR el itera site nseiceaptcbecltsiad hee mtldinoes Fargo Development Corp. 
Gra BOPRR. oicinmase nc peliileaionans Grand Forks ‘Industrial Foundation, 
Inc. 
CAG OR i nk cae eiatiien an Grafton Development Corp. 
Hatten... sO disuiaticesdieedsedloitiloka Hatton Development Corp. 
STOO anes sc isissckthcines pi wi phe lint Jamestown Industrial Development 
Corp. 
MAG jt einsai aocunn donations. Mayville Development Corp. 
OO oe eiidisasnmmrcion atiedbbnd ase Rugby Economic Development Corp. 
Valles: Cie cismsies aides nn Valley City Development Corp. 
Weetthe 5.o ne eecn ic ewe egesnnss Wahpeton Commercial Development 
Corp. 
Note.—Three additional communities are in the process of organizing develop- / 
ment corporations, Williston, Minot, and Dickinson. i 
OHIO 


Community industrial development organizations 


Total number—49 


Community Name of organization , 
Alliance_____- adie sceemietelagtiahn i ensieta lid exits Alliance, Development Corp. q 
BENGE aiicehetccnd ckbieedh wires iow Ashland Industrial Development Corp: :™ 
a. iit ict ides bn Bonk reid ated Ashtabula Industrial Corp. ; 
I oii oo vienc sancti a ed pea Bellaire New Industries, Inc. i 
CamGee - cis) deel cao Cambridge Community Industrial As- 9 

sociation. ; 
Cantons. ...-. visita Sancaicdis in ci sttimtn areca ate Canton Development Corp. 
CR cicetsictinven é _........--.--.. Carey. Industrial Development Organi. , 

zation. 
Carrollton_..........-.---------------. Carroll County Industrial Council od 
Chicihnath.... bess Ss Ber 4) _._.._.. Ohio Valley Improvement. Association, 

Inc 
Ce cia ites rite sansn __.. Dresser Industries, Ine. 
 icicinnsieeneciratnraines sane neue natalie Clyde, Ohio, Community Development 

Corp. ® 
CI a ch ccennosin tists Vacate meeanniaiine tna aetl Peoples Development Co, ‘ 
OOMMGRIE in cenenendtetanti Conneaut Buildings, Inc, f 


24897—58 
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oHI0—continued 


Community industrial development, organizations—Continued 


Community 


Ah aeia Seth acer Seriesireseem Shae eae isis 


4 


Fostoria__......- care Stes wh 


Greenville__2:_._._--__- Sn ee ew Un sci 
Hillsboro____._-_+------..--+----- Aiea 


oa 
a ccraere ces conn cin bee eames as wi lsaakacaeboniees 
Massillon_—_-~-----_-+-+-=------------. 


‘Mount MMR i> te der 


Newcomerstown___.._-__.-_- ght 
I Ns hc So 
New Philadelpiias .oiso lo 


Name, of organization ‘ 

Delta Industrial: ‘Development Asso- 
ciation. 

Deshler Industrial Development Co. 

Tuscarawas Valley Development.Com- 
mittee. 

Lorain County Development Commit- 

., tee, Inc. 

Fostoria’ Community Industrial Asso- 
ciation, . . 

Genoa Dévelopment Co. 

Greenville Chamber of Commerce, Inc. 

Hillsboro Industrial Development 
Council. 

Jackson Chamber. of Commerce. 

Jefferson Development Corp. 

Leipsie .Industrial Development Co. 

Lodi Development Corp. 

Massillon. Industrial 
Corp. 

Mount. Vernon. Area Development 
Foundation, Ine. 

Newcomerstown Industrial Corp. 

New Paris Development Council 


New. -Philadelphia Industrial Build- 


Development 


' ing Corp. 

Seay. ve ert New Washington Industrial Develop- 
ment Corp. 

GEER, TAM i ee seh ee Oak Harbor Development Co. 

CG ee ee ubJ nee Oakwood Development Co. 

We a Pierpont Development Co. 

New Lexingtea_...o£..-...---~.~~.-4---- Perry County Development Council. 

Peet Cini ss i jens Port Clinton Development Co. 

Pere) ee era Se ee Portsmouth © Industrial -Development 

LWT Corp. 

ee as een es eee Shelby Industrial Development, 

CE saa teen aieiones Springfield Development Council. 

Petia a ease cecsepesanithensnentcnnhatilimaehintosheils Tiffin Industrial Council, Tiffin Cham- 
ber of Commerce. 

aac ds ecmesccqeccehdentois mtotiitite inane equa Toledo Industrial Council, Inc. 

I rsh es deeinnienbaceiintonioe ih Wadsworth Development Corp. 

Washington Court House__~__-~~~---~~-~-:. Washington Court House Industrial 
Development Corp. 

ee ecto nied Wellston Development & Improvement 
Co. 

ES OO Da Sil aes Wellshire Development Corp. 

eee sie Ua eh eee Willard Industrial Development Co. 

Wey ose cin ds cccnsccsspccccuccs Lake County Industrial Development 
Council, Inc. 

Weoomeer ois tel cee Wooster Expansion Corp. 

RIOT on che edbcddudbennes Greater Youngstown Area Founda- 
tion. 

OKLAHOMA 


Community industrial development organizations 


Total number—44 


Community 


I SL BRC AT 2 a nceasiendamuomaegeeindlial 
a clas enteral alae sawenele 


Name of organization 


Ada Industrial Development Corp. 
Alva Industrial Foundation, Inc. 
Anadarko Industries, Inc. 
Pushmataha Foundation. 
Ardmore Industrial 


Development 
Corp. 
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OKLAHOMA—continued 


Community industrial development organizations—Continued 


Community Name of organization 
masthenviile: -:. ee sig Alt RS i Ee, Bartlesville Industrial Development 
Corp. 
Cimaiiies 3. ie, Lea Chandler Industrial Foundation. ' 
ON a aren eee. Cherokee Industries, Inc. 
COINS AS ee Ee awe Grady Industries, Inc. 
Sem Se ee a ae Claremore, Inc. 
Cleveland... . ieee icv cack beanies Cleveland Industrial Corp. 
CR ee ee Cordell Industrial Foundation. 
TU ida a en Cushing Development Trusteeship. 
TN cee eee ee eee Dunean Industrial Foundation. 
NNN teal bi driwasnns tener eesa ig saa Durant Industrial Foundation, Inc. | 
a a cei ae ll Eldorado Industrial Association.. 
I aaah ates Elk City Industrial Foundation. 
lene El Reno Industrial. Foundation, Inc. 
a a a a a Enid Industrial Development Corp. 
I a scala py it adhe gacnoetlane oceania ato Fairview Industrial Fouridation, Inc. 
OT oe ee a er eae Frederick,’ Inc. 
I iia ied ae te ae Guthrie Foundation, Inc: 
a nieces oar Hobart Industrial, Inc. 
Industrial Development Corp.of Hugo. 
i ct en ers read | Choctaw County . Industrial. Founda- 
‘ tion, Ine. 
ania is Ee PS See Greater. Lawton, Iné. 
POT Bn tn tiem an empeee Mangum Industrial Foundation. 
NN ie i ee re ee Greater Marlow, Inc. 
McAlester Foundation’ 
McAlester----.-------=------~----------- {3 McAlester Industries, Ine. 
aa as St. atk ta ee Ca Miami Industrial Development Corp. 
TRUNNION G oobi occ codeciniew se apinana Muskogee Industrial Foundation, Ine. 
UI a ah al Nowata Industrial Foundation. 
NIP AIIIIIE TTNED oo cg nos enter tee Oklahoma Industries, Inc. 
PE FG oo cede etdacnwnsnanant Pauls Valley Industrial. Development 
Foundation: 
Ponca City--.-.--.-.------------------ Ponca City Industrial Foundation, Inc. 
Sten. 2 83 eae Poteau Industrial Corp. 
WO ao ee hearin Purcell Industrial Development Coun- 
cil, Inc. 
a eee te Pg en Nee Sayre Industrial Foundation, Inc: 
PeMiINCle.. .- ne wien no = 5 === Seminole Industrial Foundation, Inc. 
ee aman Stillwater Industrial Foundation, Inc. 
NNR ee a ee ee eee Vinita Industries, lic. 
I en sls te eeaieaianiintindapavabrgepcaaeoniint Greater Tulsa, Inc: 
RAT NE ad Ton tip LD. Walters Industrial Foundation, 
WO UNEI Sn a ee ee Watonga Industries, Ince. 
Woodward._....-..-.----------------- Woodward Industrial Development 
Corp. 
OREGON 
Community industrial development organizations 
Total number—10 
Community Name of organization 
Astoria....---~....~..-.------5+-4-545-<-- Astoria Industrials Development Corp. 
CSC rcs sien pesos espn a cpa ke = be Benton Industries Foundation, 
ne. 
Dinrath, CRI. on canes omeebiedeewanee Forest Grove Industrial Development 
Committee, Ine. 
Grants Pass.........-..-...-...---..--- Josephine County Development Com- 
mission. 
Hillsboro.....--.-...---------~---- ....__- Hillsboro’ Industrial Development 
Corp. 


LaGrande_____-~-- Oa de i eae daa akataes LaGrande Industrial Promotions, Inc. 
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OREGON—continued 


Community industrial development organizations—Continued 


Community Name of organization 
Lebanon... __---... Lebaiion Industrial’ Development 
toe Foundation. 
McMinnville._1--..-...-._-~..- _..#..~. MeMinnville Industrial. Promotions, 
Ine. 
Newberg. _-_-.----" .2-------.--.--.--.. Newberg Industrial Development Corp. 
i a eel ..-. Sheridan Industrial Promotions, Inc. 
PENNSYLVANIA 


Conimunity ‘industrial ‘development organizations 


TOTAL NUMBER—52 


Community Name of: organization 
Cee ne nee ee Altoona Enterprises, Inc . 
NN Ted a ca tai ATE Ashland Industrial Promotion Corp. 
NT et Slate Belt Development Corp. 
a eas _ Bellefonte Industrial Development 
Corp. 
a a Berwick Industrial Plan, Inc. 
Cambridge Springs..___-..__.--..____-. Cambridge: Springs Area Industrial 
Development Corp. 
I ih cat cake a see boetinhaie Carbondale-Lackawanna Industrial 
Development Co., Inc. 
Ce etidhers Connellsville Chamber of Commerce. 
aa dh tas cleanthalharese a esl ed halite tered > Corry Building Corp. 
TI i a a ty _..... Dushore Industries, Inc. 
OO CE ik rire biniinenndhane Ellwood, City Industrial Development 
; Corp. 
i lS Salat a tak clans elenbieRe .. Greater Erie Industrial Development 
Corp. 
BI SiR sic tl haenninleesht cteaineerant beep tabd oon yu se Franklin Chamber of Commerce. 
he cee beni seetechiseadeh sie on Freeland Industrial Development 
Corp. 
I inl netintntels indice aein se Reynolds Development Corp. 
Grove City_......... a eat E The Grove City Industrial Develop- 
ment Corp. 
Is ais ss cs ccciecmsiplig orice Asien anetlben ach ed doesent Hastings Area Development Associa- 
: tion. 
I Si ice chitin Sait hae ea nae Greater Hazleton Community Area 
New Development Organization, Inc. 
i a el ninnen Industrial Development Commission 
of the Chamber of Commerce. 
Os ick tees thn by iinieitiegh-amclbhe df -. Indiana Development Corp. 
SU TORO stein nes etnes ll Industrial Association of Jim Thorpe. 
I oa aia: cede tingtss inh lanisinbinciewnd == Johnstown Industrial Development 
ek Corp. 
NS sels Leen Ualeeelpee enpove scales Lebanon County Chamber of Com 
merce. 
Lewistown....:..~:.......-- tieali ele Lewistown Industrial Development 
Corp. 
Eareesoown nj placing lian . Littlestown Industrial Development 
Corp. 
I ih dace tetanic ingen ant bhaelaia Mahonoy City Industrial Corp. 
I ta ne aise Meadville » Industrial Development 
Corp. 
Mount ‘Carmel.___-.----.-------.-----. Mount. Carmel District Industrial 
Fund., Ine. 
Mount Piessant_......-- +--+ --.-- ._.... Industrial Real Estate Co. 
NE RRS an as ay Dt hl td ao ae Greater Huntingdon County Industrial 
Development Council. 
SI cit nds bs tires ss cctools daca orem ss ... Nanticoke Industrial Development 
Fund, Iné. 
Wee PUN. nce cle New Bethlehem Area Development 


Yorp. 





Oo 
P 


rm wet rie 6's 


‘f 


FINANCING SMALL BUSINESS 473 


PENNSYLVANIA—continued 


Community industrial development ‘organizations—Continued 


Community Name of organization 

Ce Wa ee re edie 5 ee ee Oil City Chamber of Commerce. 

UR Xo on cee a eee a Industrial Commission ; 
Chamber of ,Commerce. ‘ 

Bitte tape eka ele eau .- New Industries Commission, Greater 
Pittston Chamber. of Commerce. 

PT oe oa ee esewcodtees Tawney Industrial Development Corp. 

Pottsvilles-.......---_..-__-....-....-. Greater Pottsville Industrial Develop- 
ment Corp. 

eee es ee oe eee Greater Berks Development Fund, 
Ine. 

Se. eee oe ee oe .... Area Industrial Development Corp. 

IRC eee eb aee _._... Lackawanna Industrial Fund Bhter- 
prises. 

RN pang eae oe cae ire ite nee ream oes Shamokin and Coal Township Cham- 


ber of Commerce. 
_. Industrial Promotion Committee of 
the Chamber of Progress. 
BAA cg cicada ease ota amc doen ieee Smethport Chamber of Commerce 


PO i cine ne oc tetas ea cnt eect 


Stroudsburg___.....-...._..-._...-._.._.. Monroe County Industry, Inc. 

Sunbury__.__------.-_....._._.____._._. Sunbury Area Industrial Development 
Plan. 

RR an acs ce presen -.........--. Tamaqua Chamber of Commerce. 

COCO WE esa Ae Sse ewe Greater Uniontown Industrial Fund. 

Waynesburg__-*-__----..-..-._-..-.-...Green County Industrial. Develop- 


ments, Inc. 
Be ae! pasate __.i.......- Industrial Commission of the Chath- 
ber of Commerce. 
_.......-.-.. Greater Wilkes-Barre Industrial Fund, 


Wellsboro 


Wilkes-Barre___<-.__.--_- 


Inc. 
Williamsport_____-..._.-______..s_.._.. Greater Williamsport. Chamber’ of 

Commerce. 
Winder... .0cc5): seonssekwin 1 weal. Windber Comniunity Development As- 

sociation. 

RHODE ISLAND 
Community industrial development organizations 
Total number—3 
Community Name of organization 

Coventry_.-___..2-...._._..____.__.__. Goventry Industrial Foundation. 
Portsmouth__.__.-..._...-.....-_..... Portsmouth Development Corp. 
WIOUMNRERES. Cc a __.... Industrial Developmént Foundation of 


Greater Woonsocket: 
SOUTH CAROLINA * 
Industrial development organizations 


I. County development boards (established by law) : 

Abbeville, Aiken, Bamberg, Beaufort, Calhoun, Charleston, Cherokee, Ches- 
ter, Darlington, Fairfield, Georgetown, ,Greenwood, Horry, Jasper, Lau- 
rens, Lexington, Newberry, Oconee, Orangeburg, Pickens; Richland, Spar- 
tanburg, Williamsburg, York. 

II. Local chamber of commerce development committees : 

Allendale, Anderson, Barnwell, Berkeley, Chesterfield, Clarendon, Colleton, 

Dillon, Dorchester, Florence, Greenville, Kershaw, Lancaster, Sumter. 
III. Private community development committees: 
Edgefield, Hampton, Lee, Marlboro, Saluda, Union. 





1 The State Development Board reports’no local development corporations. Development 
activities are carried on. by the county devélopment boards. (established by law) and by the 
chamber of commerce and private development committees listed above. 
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' , SOUTH DAKOTA 
Community industrial development organizations 
Total number—13 


Community . Name of organization 
a ecsvmiensoapnaictnnti mensnnntnigh tr ballehaan Aberdeen ‘Development Corp. 
Nice i dlinsicaiacliligcauenpitinen engi dine enente Brookings ‘ Industrial Development 
: . Corp. 
» I i th ahaa lb espe tenalsnteheeneeen Flandreau Development Corp. 
I act denier lh Non delesenp ti nether eliinapenainiine. athe Hayti Improvement Corp. 
hice iege Siesiih varbicanqripesnteaequrpinepkdpena! Huron Industries Foundation, Inc. 
SI icici taietinitebeccweianta cynaabeanesiine is alti Madison Industrial Foundation. 
IG hese Seta a acta Mitchell Industrial Development Corp. 
Be ences entero cinenempeedincioynpennenne eg pebinn chant Oe Sees 
I IS il kia ertadion pertmeibniediaeslbnas speassinesers Rapid City Industries, Inc. 
do cask nance tne gpiirwiemdeeneee Sioux ‘Falls Industrial and -Develop- 
an" mént Foundation, Inc. 
I ice iaphlia tine tim siahprmandibn .. Watertown. Development Corp. 
II 55h. ca anlneeoerpacestvexenaeihes=cxee Greater Woonsocket Industrial Devel- 
: et opment Foundation: 
SI niece shins Dateien hs ilk eet aalatedinnias Greater Yankton Industries. 
‘ ee . TENNESSEE 


Community industrial development organizations 
Total number—92 


Community Name of organization 
I SRE, elidel mnithiteds Alamo Development Corp. 
I inci yee ctnes tcc recto tw binlonee Alexandria Industrial Development 
, Corp. 
I I sine oct Nasi ilartemidetsisensit Ashland City Industrial Corp. 
I ae i ed cece Athens Industrial Development Corp. 
a lf asia elnetncigmitlicnesanel Baxter Industrial Development Corp. 
PR NOINiaiik 3 ka ian eetiednes see a Industrial Development 
rp. 
ORO ii eh ee acne Bolivar Development Corp. 
Ng hci en sahcesncsnesitteisosheshcnbh bind Ditpancnginans Bradford: Investment Co. 
a a hl el eeindaindain aed Bristol Industrial Development Corp. 
Oame@en. ......5 siciitaianah tent nig cinch Benton County Development Associa- 
tion 
NINO i i. a csjaetesrenaoeh acecesebenninabodingnectnsidness Carthage Industries, Inc. 
I oii edi eatin ainseniniicnrieiniinamanapinnitneiadicn Chapel Hill Industrial Development 
Corp. 
CRIRROOO.. Weis iii cidnnt acne Industrial Committee of 100. 
CRALOT IG sharks inticin pep reianneseds ame. Clairborne County Industrial Corp. 
CTR npinieieteinisnitin emmnnneniion Greater Clarksville Foundation. 
iii oicceistil ctenirnaneciepnihntnrtehceheainicsmn inert Anderson County Industrial Develop- 
ment Commission. 
A se lana Collierville Industrial Committee. 
NN necsiceicc cacici tcige ined ewin:delnaaecdiibiaathial Maury Industrial Development Corp. 
Ie nace dase attic Mince tendie cestnveohetinail Putnam Industrial Association, Inc. 
a iiccectissncnicnestiinntintitia nits jer Sai, Sige Cordova Industrial Development Co. 
I aka dissebeapiicesetnsesinediinsns Alen icnierebipeiigh tannic Covington Development Corp. 
PN Nii cst ee ancslinescegiaiidtl tone petal Agricultural, Industrial & Tourist De- 
velopment Committee. 
sk Meigs County Agricultural & Indus- 
trial Improvement Association. 
NN Da caikilcitinnnniciend dietitulasinmennilintns Peoples Industrial Development Corp. 
RG Bait ince. cnicinhisnepilsn onan diag en ecient Dickson Industrial Trust. 
aa sO ds a ee Steward County Industrial Develop- 
ment Corp. 
Pi ii nat inicainiasiisteienebnoumennasiaanieasmAlibas Dresden Development Corp. 
PI ici has ccia anncnleptnireneennnerinies pete atop estan daha Dunlap Bldg. & Real Estate Co. 
RNIN ci cnhitibaiibanniessteaenasisknsbindibadmaaminctiniese _Dyer County Foundation, Inc. 
NG isis ch tsa ns sailors isin eid Carter County Foundation. 
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TENNESSEE—Continued 


Community industrial development organizdtions—Continued 


Community Name of organization 
I iis gis ia Pe anne een Englewood Industrial Development 
Association. 

I a anal saan tage Sica acti A eee cal Erin Industrial Committee. 

DOOM en Seat gin coh inne peat Etowah Building & Developers, Inc. 

te alee ee eae Franklin Industrial-Corp. 

NIU ta hie cite a ach aiden dante Gallatin, Industrial Development As- 
sociation. 

Gee io ss Goodlettsville Improvement. Co. 

FO iia oi i Grand Junction Industrial Corp. 

Gar ne oS Greene, County Foundation, Ine. 

CO ee a Greenfield Development Co., Inc. 

PUN rst ee leet) eee ee. Halls Industrial. C ‘ommission & Devel- 
opment Co. 

ere eh Demetri iI uae. Hartsville Businessmen’s Association 

nea Bk Site be A Se Humboldt Jobs & Industries, Inc. ' *. 

UIE ties ceicd kn areshc eee Ghat a ia ee ie Huntland, Development Corp. +) 

Ni ais recat corns geass seen The Jackson Foundation. 

iia en a Fentress Development Corp. 

ESE hi ica Saietemieemen ata ee Jellico Development, Association; Inc. 

PO NG sins oiler ncmimteatteinthiin Johnson City, Industrial Development 
Corp. 

I cites tas ahh eealandenes tants wptbtectn Kenton.Developmeiit Corp. 

I ade isicentiki ad bibaihingnces Riarudinin pilin tia Greater Knoxville Development Corp. 

TOO ae cil acim amee. Macon Industrial ‘Corp. 

Ted I oth. chic stenabnich cumitananasss La Follétte: Dévelopment Corp. 

TI cei i ela Sige aA a Lake City Development Corp. 

ili ice eaniickididhcninen tiie tanita aah aea Lexington Industrial. Improvement a 
Association; Ine. 

Te hci daria tpetetrein tae nee eins Overton County Developmeént Corp- 

Perea ined sinns hickciliels-seugcsracealetteteadambirecdras Loudon Development Corp. 

I iis casccrreehin ederntalg nico mreninsade tics Madisonville Developers Club: 

Is elles Manchester Industrial Corp. % 

TN i cit oa a el ee Martin Development Corp. 

Fe aaah shits atin en acinne ath nit ales MeMinrville Development Corp. 

SES Tr en cireniare daclaenetctexinneareia ties Mount Pleasant Industrial Develop- 
ment Corp. 

I arctic oct vos eee eke Murfreesboro Industrial Development 
Corp. 

I heat Nashville Industrial Development Co. 

a ire ee ates Newbern Industrial Development 
Corp. 

PO Ee pretties mie ace eee Industrial Promotion, Inc. 

DO a ie ta ce ect idee peterpan Norris Corp. 

SI ape ieee centpesctcg se so sagpral Saphirlgg neces ep cae Obion Industrial & Development Corp- 

RT i crvivksiiaceungic aida etme n acta nas Paris Industries, Inc. s 

a hig doe en citi nino inline naels Petersburg Community Corp. wy 

PIU ss a bce ul bacimueen ane ala Bledsoe Manufacturers, Inc. 

Pepe Vaid Fe SSR ee Ashland City Industrial Corp. 

UPI a iiss ine cc ded EE inte cainativis Portland Development Corp. 

alii Sd din Te Se Pulaski Industrial Commission. 

NE cirkisciannids shccdet ae aintieta cies aa ole Ridgely Development Corp, 

pe eee ee CL ihe She Ripley Industrial Corp. 

DUNG ii bidet eee Hardin County Industrial Committee. 

OG Bl 3 8 eR CRG ie Scotts Hill Industrial Corp. 

BOUIN anicdctetiimsemlucle oes Sevierville Industries, Inc. 

bOI, See os ei ee Sharon Development Corp. 

Bie VE ra, Soca Alli os eek we Industrial Service-Development Corp. 

DseOe <b lanciins tbe li Epiphany Corp. 

OTT iste ne cet speeches Rint DE Ponta ces Somerville Building Corp. 

DONOR iid Bait aihilnnnuiaeseeen Sparta Industrial Development Corp. 

CORRE CU viinccinicsiiondiicnnincnemaece: Spring City. Industrial . Development 


Committee. 
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TENNESSEE—Continued 


Community industrial development organizations—Continued 


‘Community i Name of organization 
I ii sad emteonthengl schipeateg epterhspetanon as Springfield Industrial Development 
' Corp. 
MU ene a Sweetwater Industrial. & Agricultural 
‘ Development Association. 

I aint pect intedidetes erdeeitasmte- ac Lake County Development Corp. 

NC chee chintiniasculh-5sb ain -eenpeanaie maine apie soi Toone Industrial Development Corp. 

Pars seca hocdin scent ech aie picid ee aeons Trenton Agricultural & Industrial 
Corp. 

te aaa replies: esac este Eine Tullahome Development Co. 

I I cick seins Soca ticonmenitocovbien Gaenioeauescioaoen Obion ‘County Industrial Corp. 

Th ait asin eh cdi des deli agin ee a ae Morgan -County Industrial Develop- 
ment Association. 

NI ani rncepeegpenpsetecnttinpiotpseridaee Franklin County Development Corp. 


Winchester Merchants Association. 
TEXAS 
Community industrial development organizations 


Total humber—71 


Community Name of organization 

i kth eg Ne ce se chs cet Alice: Industrial Foundation. 

eet ee ies ante aia on hs Atlanta Industrial Foundation, Inc. 

SESE 8 A Bie i AO Belton Industrial Board. 

ck eet meagan Big Spring Industrial Foundation, Inc. 

MN ee ee Bonham Industrial Foundation, Inc. 

Ne eee iis Bowie Industrial Foundation, Inc. 

i Ee meat Brenham Industrial Foundation, Inc. 

Ce nee a teeta Chamber’ of Commerce Industrial and 
Development Fund. 

Nee eas iotlnhe saalaihdila Atte . Bryan Industrial Foundation, Inc. 

Ne ee Cameron. Industrial Foundation. 

ere ames ent ee Center Development Foundation. 

ER a IE TRS CREA SEND Childress Industrial Corp. 

ae Salar ad Cisco Foundation, Inc. 

el ie ac .. Red River County Industrial Founda- 
tion. 

Columbus___.-.-- -- -. -----_---_____-___. Columbus Industrial Foundation. 

ah beet th rirslavhntie einen a= _. Commerce Industrial Development As- 
sociation. 

i a Conroe Industrial Foundation, Inc. 

a al lead, Corsicana Industrial Foundation, Inc. 

al Crockétt Industrial Foundation, Inc. 

I a iisns isa aResrpilew Saapan i hth bloat Ral cs Denton Industrial, Inc. 

SEY SOI 01-5 anit 'scnent antenna copmatalbicens debbie Maverick County Development Corp. 

bs cishiastlcihneriadl cea hs eteee lip adil nccoss Edinburg Industrial,, Inc. 

TO aia ited hh cree titeet (sacle anRdiipe Receipt di lacece Industrial Fund of the Ennis Chamber 
of Commerce. 

Gainesville_....___..___-.»_--_.__....._. Gainesville Industrial Foundation, 

' Inc. 

TAs icin cid is Sab ictinss cnenih as Grandview Industrial Foundation. 

PONG ns gig cieticeeeni aid... Grapeland Industrial Foundation, Inc. 

GPOORUINC. sich Mujadieiece itd ...-.--.--. Greenville Industrial. . Development 

: Fund, Ine. 

Groesbeck . 2:60 oak Sac ot el as tits Groesbeck Industrial Foundation, Inc. 

NE os dig She cists dcsteehines sda Server Henderson Industrial District. 

BONO 8 ee pease als Hill County Industrial Development 
Foundation, Inc. 

Jacksonville____!~...+-..____-__-___.. Jacksonville Municipal Development 
Fund. 

ae seca tiins es ipl alt ce ES Bo Jasper Industrial Development Corp. 


Bernes.... Lu .J..... Keres Industrial: Foundation, 
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TEXAsS—continued 


Community industrial development organizations—Continued 


Community 


Ea ot eel ee 
Ta weve sa os) = Dit ahs ek 
ROR te be, ee 
POs a er ee Series Se 
DER ie ee eee. 
OS CUE UL dae Ba 


SN es en kd ee ake 
Dee Wee ie eas eS ata 
Mount Pleasant ~~~ - bo et ae 


DOCU Verh e ot eee 
TIMRRROIRINEL. okie ce ao 


I i i ra il ee ae a 
TRIN 6 oi ob acnucacee aca 
i ge ke i ae 


Be III fs citscs st ascents ctcdedece sien oeeaiedn dR damm iae 
anes a a a ee eee 


metas. . dacs cause oe 
I NO aii cts icc erestaeeha a ens 
ee meeGeOGs 245.) Shi es St 


Sequin_-____- iad Sink ied ce ete ek 


RS sic icciss aie te cele 
IN aes cleats aotn a aes ae ac alb  aeelinl te 
inne GeO iis ietsdie addond iba 


Taylor... jes eg ial Ea ee OE Be ee 
ENG isis isis monica saibalasadcaeh bes a 
TIN gh sicin ns an ch aC bank salts Sls Scag baa ah ae 
ORT oii ci cn 


NNO G oak. eth cctiewieibo maces an 
Te II ial scents es as apelcdcaioal Sm Ee 


NG, tia iste cite lk en Ten eee oe 


Wichita Falls___- nics sciuliepsianpickidiostaeaaiih tania! 
Winnsboro__ 


Name of organization 


Kilgore Industrial Foundation, Inc. 
Killeen: Industrial Foundation, Inc. 
La Grange Industrial Foundation. 
Lufkin Industrial Foundation, Inc. 
Marlin Civic Industrial Corp. 
Marshall Industrial, Inc. 
Mart Industrial Foundation. 
MeGregor Civic Enterprises, Inc. 
Mexia Industrial Foundation. 
The Midland Industrial Plan, Inc. 
Mineola Industrial Foundation. 
Mineral Wells Industrial Foundation. 
Mount Pleasant Industrial Founda- 
tion. ; , 
Franklin County ,Industrial Founda- 
tion. 
Nacogdochés County Industrial “Foun- 
dation. me 
Navasota Industrial Foundation. 
Palestine. Industrial Foundation, Inc. 
Paris Texas ‘Industrial . Foundation, 
Ine. : 
Pittsburg Industrial Foundation. 
Raymondville Industrial Foundation, 
Inc. 
Robstown Industrial. Foundatien, Inc. 
San Angelo Industrial, Ine. 
San Marcos . Industrial Foundation, 
Ine. 
Texas. Industrial and . Development 
Foundation, Inc. 
Sherman Industrial Foundation, Ine. 
Smithville Industrial Foundation. | 
Hopkins. County Industrial Founda- 
tion. 
Taylor Agricultural and Industrial 
Foundation. 
Temple Industrial Development Corp. 
Terrell Industrial Foundation, Inc. 


Texarkana Industria] Foundation, Inc. 


Tyler Industrial Foundation, Inc. 
Vernon Industrial Foundation, Ine. 
Weatherford Industrial Plan, Ine. 
Wharton Civic Development. Founda- 
tion. 
Chamber 
Fund. 
Wichita Falls Industrial Foundation. 
Winnsboro Industrial Foundation, 


of Commerce Industrial 


UTAH 


Community industrial development organizations 
Total number—4 


Community 


Name of organization 
Davis County Industrial Bureau. 
Sanpete County Industrial Develop- 
ment Committee. 
Weber County Industrial Bureau. 
Eastern Utah, Inc. 
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VERMONT 
Community industrial decelopment organizations 


Total number—11 


Community xd Name of. organization 
; Big Mill, Inc. 
PN oi Ss de hl CN Industrial Development Committee of 
Chamber of Commerce. 

NONONO ont k oe cin sci ceeds... New Industries Committee. 

Burlington_._______ Ribs idibes tek teal cs Greater Burlington Industrial Corp. 

IND dike ae EL .~ Ludlow Industries Group, Inc. 

Montpelier______-- Nc Lafacctndeahs Sch lac bh bliin Mote Montpelier Area Development Associa- 

tion. 

PNM oii Sat hs adhe a Chamber of Commerce. 

NN 58 ge et Border Towns Development Corp. 

Betiea ek deisel eke act aes st New Industries, Inc. 

Nee ictal elaselos St. Albans Industries, Inc. 

PU POUMOURT wc ei a. Industrial Development Fund 
Chamber of Commerce. 

WN St Sin a ia a ie Industrial Development Committee. 
Winooski Development Corp. 

VIRGINIA 


Community industrial development organizations 


Total number—55 


Community Name of organization 
Pe Sk a dh Abingdon Industrial Development 
Corp. 
Maite bn wclbshabe pried iin Pike ibe eae Alberta Industrial Development Asso- 
ciation. 
Seperate 5 a Alexandria Area Industrial Develop- 
ment Foundation, Inc. 
WP aa a Amelia County Development Associa- 
tion. 
ee CRT PSs Set) rics ..... Amherst Industrial Development 
, Corp. 
I Ss ee eo Powell River Industrial Development 
Corp. 
BUG ee cece Bedford Builders, Ine. 
Pom ier ee oe Blackstone Industrial Development, 
‘ Ine. 
meeemenee hcl io, Sell a as Bluefield Industrial Development Corp. 
perenneeiia as a a ce Caroline County Development Corp. 
TE eee ee ee ee kine Boykins-Branchville Industrial Com- 
mittee. 
a eee Bristol Industrial Development Corp. ; 
Bee Wed ut at Coe Zo Buena Vista Development Corp. : 
STE so caste cates char tacisgs in coal hh ataepniadlas se Clarksville Industrial Development : 
Corp. 
CReeeets ONG sc Ue Clifton Forge Development Corp. 
RE a eine eh Culpeper Industrial Corp. 
Damascus____------.----1----....-..._.._Damascus Industrial Development 
Corp. 
Rg ee ee elane Danville Industrial Development, Inc. 
De Middlesex County. 
I Ss i as Dungannon Development Commission. 
I adie as eta eo Emporia Industrial Development Corp. 
Pa i a a a Farmville Area Development Corp. 
ne Floyd County Industries, Inc. 
eT I oii a ic cink grt eicen nti Fredericksburg. .Area Development 
Committee. 
I Rie atic eh atic esd sete se tocem, Front Royal-Warren Co. Development 


Corp. 
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VIRGINIA—Continued 
TEXAS—continued 
Community Name of organization 
Masia psec tes ss ocd chee aren abckeccaeaaeee Galax Holding Corp. 
Rai ticles sit Bi till tthe alsa eee as oi Giles-New River,Development Corp. 
ASOMOOIIU ING 2 i pacitee acteslnslS cncidmees tend esc Gordonsville Development Corp. 
RIE iain citinhsi ccbletecgte Ea Rockingham Dévelopment Corp. 
RN ited bilities <bean a Carroll Industrial Land Corp. 
I iicttacrnis nhates iedck ch wumiiath cet Kenbridge Industries, Inc. 
TG WHOMCOVINC oon oc ccc eee Lawrenceville Industriés, Inc. 
ie a hr snes pcan odes Little Cedar Building Corp. 
SN ist irs nes cccapieaipa ee ll Leesburg Industrial Development 
Corp. 
PS acs circa sar cmalaeb bedded Louisa . Co. Industrial Development 
Corp. 
TIO osc sas anistinttenatie sxpetemmaigaaninsiaity a abiees at Luray Civic League, Inc. 
EPRCRDULG. —. . tnd ieee nnsdhinck Lynchburg Area Development Corp. 
OO i sha nt ila ic bn Ri aeatia gia Smyth Courity Development Corp.’ 
SEO TIMAVING «5. ois eine numtendeemnecs Martinsville & Henry Co. Devélopment 
Association. 
NG ein cies cis cece etna ala el Phe ae McKinney Industrial & Development 
Association. 
RR TIN a bias ines ober dieve nneaanion New. Market Industrial Development 
Corp. 
eis hrctnss ccna ealiangth anid ete Tidewater Virginia Development Coun- 
cil, Ine. 
i ns. i lies wen ills Marlene aie ae Orange County Industrial. Development 
Corp. : 
TE i Portsmouth Industrial - Foundation, 
Ine. 
Fee Sainte Sates cise de'pces ac caste nea Powhatan Holding Corp. 
Be ND Ficlets in sees pala eeciciiac asia nam aeatapitoaied Pulaski Development.Corp, 
i acattigs chin Shh cn ta alidarh il Saath eatin odin tien Montgonmiery-Radford: Industrial De- 
velopment Corp. 
NI isc dana atest se akan ak eee Roanoke Valley Development Corp. 
I gales casas pitch acusladicties slaametmiactans Community . Industrial . Development 
Corp. 
NS a isiig atin ereiis sc etenenine ale ae Campbell County Industrial. Develop- 
ment Corp. 
SIRE Rtas id atta pte theca ner ralacimnsealaiideleie South. Hill Industrial Development 
Corp. 
a a ne Strasburg Industrial Development 
Corp. 
SE eA aici ainsi ns en deen egabilpanag Essex County Development: Corp. 
TR ict a cl adage cies anion es deemed Victoria Development Corp. 
We FU nice cin cn cccnutialraeern cance _...... Wythe Industrial Development Corp. 
WASHINGTON 
Community industrial development organizations 
Total number—7 
Community Name of organization 
asa cso meg rk eso ehcind ade os Centralians, Inc. 
CI ss ass seit sce: chile igh astilie as Chehalis Community Development. 
RATIO itis hii edbeis ih sila tntrcapaent lercaent ate Longview Industrial Corp. 
Criss isd cd 8 bs ad be weeds Olympia Industrial Sites, Inc. 
RE NG aint sai ccc eine «oh eebaanes South Bend Industries, Inc. 
I IN sisi ssn secre snes incising gpa celta Tacoma Industrial Fund. 


PEI FOO hie: tiseslaiais dct acsanhapbwenids Industrial Development Fund. 
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WEST VIRGINIA 
Community industrial development organizations 
Total number—39 


Community | " Name of organization 


Balingiee. a De ae that of Sd Belington Industries. 
MlueGeld..- +e satis Sacan te epee ere Bluefield Area Development Corp. 
SRIWH So i Spee Batinwe a tpeatin Bramwell Development. Association: 
STi men asce. '2..---------=..--+-.. Grant District. Improvement Associa- 
f pees eee a tion. 
NN aR itches Ls BEANS Si Jefferson County Chamber of Com- 
: a er merce. 
a iecocnaltpnsigeentnntclenncian jamella testiiiaes North ‘Hancock County Development 
Association. 
Clarksburg_---~---=---=--- ictus beter Clarksburg Chamber of Commeree. 
+ PIR se ate ecieaind ork shee cwe Wirt County Industries. 
I tet ieee Sarena ential Elkins Industries, Inc. 
WRI canna e race eee este omunaeles Greater Fairmont Development Aisso- 
ciation. 
ON ie is iseg sins qed etre narlne neni aetna Franklin Community Development 
Commnittee. 
Gassaway.-....-..-~ See aed sedi abel eciesiusalindale Gassaway Industrial Development 
Committee. 
9 a Taylor County Board of Trade. 
I ca sensetic atc on jepsitlapeciomicomnsaeriie Calhoun Recreational and Develop- 
ment Center. 
NIE iggy Sail in Stan tas Saaiinap las eget edn arg ne tie Hamlin Industrial Development: Asso- 
ciation. 
ES IT atic Sete ere ncasecnens is ncerepacigtanmnleaed Jane Lew Development Association. 
Ni cle Greenbrier Valley Industrial Associa- 
' tion. 
Te eas Logan County Development Corp. 
INUIT csi jshccessensthiohaticioansisicaiahaicennibbaiensitigee toile Marlinton Chamber of Commerce. 
PTO oi icrctanc alanine nenman nine Martinsburg Development Corp. 
Sl sarki a ceeniniapeienisien spin ou ace dpuipinieninvel an Milton Industrial Association. 
I Gi sie ticlitg tins cree ce eriniiepeanetib-ae = Moorefield. Industrial Development 
Association. 
SI ini iin bai) ccc csencigiarprinionamimiese dices Morgantown Chamber of Commerce. 
I a oa i cites tise i nce moreniitaes mdeeunannreton Pennsboro Area Industrial Associa- 
tion. 
I i a cll ci ccceaninaneaeean Petersburg Development Association. 
Piedmont__—-_-- het derinsaniemcaescelnicciog aepsiliiaee eas Piedmont. Industrial Development 
Group. 
I A il cms Naerek ascent pe cibinte Ravenswood Chamber of Commerce 
NE ais ici in ctiemammnneh wt epienere Shinnston Area Development Corp. 
SNOT IIR ion shat Sires acts cranes aleneatnehtvestesiuas Tyler County Board of Trade. 
UN ad le tia gs cin sto hci eh engin snoop epee Roane County Chamber of Commerce. 
NR itéininkincoecnekaapaguands ain Braxton County Development Associ- 
ation. 
PN BIRO cab cnc sailed pias stat Terra Alta Development Credit Corp 
POP eh ee gh eae Blackwater Civie Association. 
IE TUTE ncchnacancceuciaacnine Webster Springs Industrial Develop- 
ment Organization. 
ee ch sn a Doddridge County Development Corp. 
Weston....-...- iptiiciptnciiclémcgeeticnmunnt Weston Development Corp. 
Try penne he Ne ie eae Ohio Valley Industrial Corp. 
White Sulphur Springs—____-__--_-----. White Sulphur Springs Industrial 


Wein de bts! Tug Valley Chamber of Commerce. 
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WISCONSIN 
Community industrial development organizations 


Total number—168 


Community Name of organization 
PR a Abbotsford Dévelopment Corp. 
DR Saat cbledintd Cis iad Ce Algoma Industrial Development Corp. 
M65 h dt CA A weet Amery Industrial Development Corp. 
ZC i oa oS oo Amherst:Industrial Development Corp. 
ADRS. Sie cs cb ec launch Cs Antigo Industrial Corp.; ' 
MN ask hh Ee Appleton ludustrial ' Dees 
Corp. 

ANOMA AS ik) a ae Arcadia Projects, Inc. } 

Dees. obi ek Ashippun’ Industrial Corp. ' 

iio ian tes oa ee er eg Ashland Area Industria] Development 
Corp. 

Bareboe.ci sn. Jue Ads Baraboo Industrial Expdhsion Corp. 

Berree... 00s... cl ies. el Barron Development Corp. , 

Besvet Dem i soos dekms Beaver Dam’ Industrial’ Development 
Corp. 

Belleville... acc page eca piwcipcmee Belleville Industries, Inc. 

Bea aha il lie Berlin Indystrial Development Corp. 

Winennaweed.... eo uel, Birnamwood Industries, Ine. 

WOE Goan secant utenetedn eesincbeaenclscna a neiielies Blair Devélopment Corp. 

Blancharévilles.. otc pase Blanchardville . Industrial Develop- 
ment & Civie Improvement Corp. 

DCM oe a ae als Bloomer Industrial Development 
Corp. 

Whee Ter ect hc Blue .River Community. Industrial 
Corp. 

BeG8.. bind ASLO 2d ee Boaz Development: Corp. 

Bodden pda ede Bonduel Community Industries, Inc. 

OC ie sti erin ctsnntepratenanana Boscobel. Industrial Development 
Corp. 

DarentGi icc as . Boyceville Development Corp. 

Brame DR endl sen ees Brandon Development Corp. 

ewe sa. di edhe Brodhead Industrial Development, Inc. 
Ine. 

COIN Ba ce ee eee ene Cambria: Area Corp. 

COORG aicinnenncncd iid igs Campbellsport Area Industrial Deyel- 
opment Corp. 

Ciep  22 ie et a ie Chetek. Development: Foundation: 

Ce een Be oe sues Chilton Area Development Corp. 

Chinpews: Wallet 2050.20.02) Be eines Chippewa Falis Industrial Develop- 
ment: Corp. 

CU laid scrcberencng cone b egies (Greater) Clintonville, Inc., 

CURNIEEE 2h ... See sta as Coleman Industrial.Development Corp: 

OOINS 0 .canncceseebenennyagptiin Coloma Community Development Cory). 

et NORE Ge DEH W RIMES AS Soe, Ee Columbus Advancement Association. 

NN ok ices BE eg tae lian Crandon Industries, Inc. 

CIPNG aise et EE eae Crivitz. Community, Inc. 

CU Cin Sao eke ccoceapenketanes=ie Cuba City Industrial Development 
Corp. 

Dia Se ee eran “aan Industrial Development 

Dalen 02 IS fk ees Delavan Development. Co., Inc. 

Dioweitie os eee ees Dousman Industrial Development, 
Corp. 

Divi son a a ce ial Durand Area Industrial ceronennn 
Corp. 

MURR eS COE ee ee ic ia ee ere gaa ee Bagle Advancement Corp. 

Waite Trl oo i iin canes Eagle River Area Development Corp. 

Mau Claire......---.-.---.--..------.. Ean Claire Industrial Development 


Corp. 
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WISCONSIN—Ccontinued 


Community industrial development organizations—Continued 


Community : Name of organization 
RR elisa alien nia mnael ats ipaeeiemeereniscowenss Edgar Industrial Development Corp. 
NII, SPSS OO 1D: Nie Se tenet weg Industrial Development 
rp. 
at eo li Elkhorn Development Co. 
POPMA iaaiogls iiteeie co Elsworth. Industrial Development 
Se ie Corp. 
NO is cisireb lb Ds eke Satd cts tlle Hlroy Industrial Development Corp. 
eG ah eee eee. Endeavor Industrial Development 
Corp. 
CIV INO oo al a tk Evansville Development Corp. 
Wonmmimnore iss d i tee cee n.<. Fennimore . Industrial Development 
' Corp. 
a a ahha ine dle (Greater) Fond du Lac Corp. 
IRs ii el dene pe Footville Development. Corp. 
Port Atkinettic. 2650 eset... Fort Atkinson Realty. Corp. 
ROGER ih ds ibs rid iccsccsoe Fox Lake’ Advancement- Association, 
Inc. 
a ak eget all eed eld mi Frederic Industrial Development Corp. 
i itiettlin dds hic it ae cuis-- Friesland Area Development Corp. 
GOBBI isi) ceeieddidcsl-beleiandatsL.- Galesville '. Industrial Development 
' Corp. 
CORR i sctiailodn aslo rises pnesl_t. Genoa City Industrial Expansion, Inc. 
oS 8 cos cstscnnesnienee mind ciencwena Gillett Industrial Development Corp. 
Ghent GUY. diieidcing dc nceeteclal. Glenwéod City Cooperative: Industrial 
Development Association. 
RS. ndiincummudennpisesinn semen ts Grafton Deyelopment Corp. 
GrORNGPG 6. ote nee ke ee Grantsburg Development Corp. 
COO Tu aii hip itce ent ennn Green Lake Development Corp. 
BN instieninnslicntiorieivexnenkiineicpcah == Hancock . Industrial Development 
Corp. 
ID Lia sd cacesiontinirtyesersy anne phi ty scenartipipesiahss wep tn = Hartland Community Industrial De- 
velopment Corp. 
ER WRG sist lipemre erent iegitnipniaberertdaions Hayward Development Corp. 
I aint iii 6 Fetelva ee nakiinn sh ctaitetbnnrephionmem Horicon Community Development 
' Corp. 
Hudson and North Hudson_-....----~.-- Hudson and North Hudson Develop- 
ment Corp. 
i i il ll decane isis Iola Area, Development Corp. 
I i lerrese hile dies eetiieneephiip one Iron Ridge Development Corp. 
BOO CIEE entre ticlio lane dice nti piscine Jackson County Development Corp. 
(Black River Falls). 
TDi iicicinicdimiinnie nites Racstenae peieiennane Janesville Industrial Development 
Corp. 
ONE SI ntiticterincedhetomennriese = Johnson Creek Area Development 
Corp. 
Nine tail aah cicieenie she nk en Sib ianh hot ica Juneau Industrial Development Corp. 
Eas ene cite netientidincinibnnmdtjeme Kenosha Industrial Development 
Foundation, Inc. 
aii seat peetellentanpiebeetipes La Crosse County Industrial Asso- 
ciation. 
lal as each cert init Lake Geneva Development Corp. 
I ue cst gies een cain pins nepal Age t Lake Mills Area Development Corp. 
NO i iicnnttiemiesant Acbhint pnb insn tereaneitel ces Lancaster Industrial) Development 
Corp. 
SU isis ta hatin tiecen ceils Sitar cnegngtslseise onl Lomira Area Industrial Development 
Corp. 
tint ake tsckssoracanigi ain edecniotemrermensa iain aint bl Loyal Industries, Inc. 
I iii Sintec tem enanclahaainiegaietonin Luxemburg Industrial Development 
Corp. 
I ints tericcinengmerlninenatiebiantaaemptiion Madison Improvement Corp. 


a a sa eis in Linen Saceitmanaihe Manawa Industries, Inc. 
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WISCONSIN—continued 


Community industrial development organizations—Continued 


Community Name of organization 

OG anissstis seh circ nition lend ... Manitowoe Industrial - Development 
Corp. A 

Markesan_......._- aa el cea etal tee Markesan Industrial Developnient 

I iid et cient arisen (Greater) Marshfield, Inc. - 

aso a ose onli oneness kictiste e RGE pa Pla Mauston Industries, Inc. 

PG sn i cainssinrsiocmincis ition blona McFarland - Industrial Development 
Corp. 

GR sk ie einer sonee' Medford Industrial Reveloganen Corp. 
Corp. 

Dis iis iin niin nen prenapeamalioeiint Atha Melrose Development Co., Ine; 

Menomonie. .........--~---.---~-.----=- Menomonie Development Cor p. 

Rc tin corint sae ana tine ihe alana Merrill Area Development. Corp. 

DOIN Sink ot Sante al dee ante ee -. Middleton Industrial Development 
Corp. 

PI ics cccnin imide biaterertntont ian ecg . Milltown Development Corp. 

NN ios pasting seeing nedcenegaennais Mondovi Area Development Corp. 

MARIO R nants rn ciesinpioceies eiscnhcgileebindig Monroe Industrial Development Corp, 

RD icc nr ccdeyld Reena aien ___. Montello Community Investors, Inc. 

I, dni niticntainnindn Dice gainaiinaes Mosinee Development Corp. 

BEGG ROTOR 5. jo dicta ca een _.. Mount. Horeb Industrial Development 
Corp. 4 

Musicoda.-__...,-----7.-2------»----=---- Muscoda ‘Industrial Development Corp. © 

i cast fetscncntinbccmpiindte miiessninnlitarinltas . Necedah: Development Co.,'Inc. 

Neilisville.__...-..-.3--------------<==- Neillsville, Industrial’ . Devélopment 
Corp. 

New Auburn____-.--~--- apc etn tesa le New Auburn Development Association 

ee CI oid Siiicoimeprrladiwece nea iies New Glarus Business Association In- 
dustrial Corp. 

Wate LAO inc eric ening cn ppecacenciscnn's New. Lisbon Industrial Development 
Gorp. 

New London___----.-.-----------_.--. New London Industrial Qpportunities, 
Inc. 

New ‘Richmond-_---~-----------~------+-. New Richmond Development Corp. 

North Fond du Lac._---~-.------------. North Fond du Lac Aréa Industrial 
Corp. 

QOBRLR a niin toca nnnccccdsccsotecanceos= Oconto Development Corp. 

CRI 5 cheoretattibeido niasccecestnanpliateinsa _--_-i---, Ogema Area Development Corp. ' 

OME a nn nino nn on nen cen en ceneneesece: Omro Area Development Corp. 

CEs diate tna sadsigaerk aprcesetae pe eenTy Oshkosh Industrial ei TE Ine. 

COI siti on sone ccin ease gmnpliodnncat Oxford Development Corp. 

PRIVEE. nc ccictiencnneccenenercee 4... Palmyra Area.Co., Inc, 

PASGRNTERiincc ke ccsicn sessing pacusclewiagis Pardeeville Industrial Development 
Corp: 

Park Falls_._----2----2----=------1+.- Park Falls Aréa-’Industrial Develop- 
inent Corp. ' 

Pewaukee... ...---------.-.------------- Pewaukee Area Development Corp. 

Phillipe. ol nnn n enna === Phillips Industrial Development ‘Corp. 

Plainfield...._...----.-----2--------+: Plainfield Industrial mat nr 
Corp. 

Platteville. _.1.-.-_------.-------+--=-- Platteville Area Industrial Develop- 
ment Corp. 

Plymouth. -.......---:--.-=--t_-------- Plymouth Industrial Development 
Corp. 

i 8 he a oe wa Ce ee Polk County Industrial Development 
Corp. (Osceola). 

Porta#Gn' ot ance elias ce lecwcnsmee Portage Industrial Development Corp. 

Port Washington..-.----.-1------.----. Port Washington Industrial Develop: 
ment Corp. 

Pisiiete Oe OMEG ia. dctncddnenemce pene Prairie du Chien Industrial Develop- 

ment Corp. 
Prehtice.......-<-'--40206<51.--+--01----- Prentice Industrial Dev elopment Corp. 


Sebel oni ccmmdiengonnebancacinnmon P ules Industries, Ine. | 
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WISCONSIN—Ccontinued 


Community industrial development organizations—Continued 


Community — : Name of organization 
Random Lake Development Corp. 
Redgranite Community Co., Inc. 
pie Abt HOU ema e ene dbes -.. Reedsburg Development Corp. 
Reedsville Industrial Development 
Corp. 
Reeseville Community Development 
Corp. 
Rice Lake Industrial Corp. 
Richland (Center) Development Credit 
. Corp. 
SI Senescence a dala eeretane . River Falls Industrial Civie Develop- 
. ment Corp. 
Seymour-_-_ . Seymour Industrial Development Corp. 
Shawano z s Shawano Economic Development, Inc. 
Siren Industrial Development Corp. 
eae ble an _..----.-~-------.--. Sparta Industrial Foundation, Inc. 
Stevens Point Stevens Point Industrial Development 
Corp. 
Stoughton__- Stoughton Industrial Development 
: Corp. 
Stratford Stratford Industrial Corp. 
IE I elie Sturgeon Bay Development Corp: 
» Sun Prairie Sun Prairie Development Corp. 
TN i eesti mt -J..-...----... Superior Industrial Development Corp. 
Suring Development, Inc. 
Theresa Industrial Development Corp. 
Tomah Advancement Association. 
I a a eal Tomahawk Area Corp. 
Two Rivers Two Rivers Industrial Development 
Corp. 
Valders Improvement Corp. 
Verona Development Corp. 
Viroqua Development Association. 
Waterloo Industrial Development 
Corp. 
Watertown Watertown. Association of Commerce 
Promotive Corp. 
Waupaca Waupaca Industrial Development, Inc. 
I a esrnttewnsieseeeorit nalindanirerwe- Wautoma Industrial Development 
Corp. 
Weyauwega een Industrial Development 
orp. 
Whitewater Whitewater Industrial Development 
Corp. 
Wild Rose Wild Rose Community, Inc. 
Winter__.=--- Mink Ke Bint et niciin eek eb banegsse= Winter (South Sawyer County) In- 
dustrial Development Corp. 
Wisconsin Dells Wisconsin Dells Area Building Co. 
Wittenberg —— Industrial Development 
orp. 
Wonewoc____-_-- silat ld Bes, each ceealenee 16 Wonewoc Development Corp. 
Woodville Woodville Community Industrial Corp. 


WYOMING 
Community industrial development organizations 


Total number—3 
Community Name of organization 
New corporation, name not yet fixed. 
Cilevemthe... <2. 5 cnn e anne eon . Laramie Developments, Inc. 
Laramie Albany County Industrial Fund. 


x 








